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Preface 


This book literally starts about where most books on the 
general subject of marketing leave off. It deals with values 
rather than with elementary processes. It is an approach to 
the study of marketing from the qualitative, rather than the 
quantitative, angle. Perhaps it is the first extensive study 
in the field consciously to make that approach. The point of 
view is ‘‘What is it worth?*' rather than “What is it, or where 
did it come from?” 

Most of the topics presented in this book pertain to those 
phases of marketing which are important to nearly every cam¬ 
paign, yet which have received little attention in other books 
in the field. 

The scope has been limited to topics which refer strictly to 
marketing and merchandising to the exclusion of advertising, 
and sales management, which might be expected to be included 
in a treatise entitled “Marketing Policies.” Those subjects 
have been presented many times in books which are available. 

Several new chapters are included in which the material is new 
in the literature of marketing except for occasional articles in 
periodicals. Interstate Barriers to Trade, the Consumer Move¬ 
ment, Continuing Services, Sampling, Premiums and Conte.sts, 
and Packages and Package Inserts all designate chapters which 
canvass these subjects with thoroughness. Heretofore a few 
scattered paragraphs have comprised the discussion of these 
subjects in so far as the marketing books are concerned. 

With the topics which have been more generally discussed in 
other books, the approach is one of evaluation rather than of 
description. This particularly applies tfO the chapters on 
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Research and Product and Market Analysis and to the various 
functions performed by middlemen. The chapters on Pricing 
approach the subject from the viewpoint of the one who has to 
make prices rather than from economic influences. 

Three campaigns arc analyzed in detail. One, Windex, is a 
consumer campaign for a household specialty; one is for Cello¬ 
phane and includes both consumer and industrial coverage; and 
the one for Dry Ice is a strictly industrial campaign. 

The discussion of distributive agents centers on the services 
that each performs and a method of evaluating those services; 
for example, what should be the compensation for warehousing 
as compared with what is paid for selling. A comprehensive 
review of the drug field is presented in illustrating the functions 
of distributors and the remuneration for each function. The 
leased departments of stores and super markets are given exten¬ 
sive consideration for the first time in a marketing text. 

It is impossible to acknowledge all the help that has been 
provided by friends whose contributions have done so much to 
make the text worth while. Some have preferred to remain 
anonymous. Others have been given credit at the time their 
contributions were under discussion. Particular acknowledg¬ 
ment is extended to Egmont Arens for supplying illustrations 
for the discussion of packages and to L. B Steele for supplying 
material for the story of Cellophane. Professor James C. Drury 
aided in reading proof and gave many very valuable suggestions 
for preparing the manuscript. Also to Miss Florence H. M. 
Anderson the authors extend their thanks for much work in 
verifying quotations and statements and for careful proofreading. 

Hugh K. Agnew, 
Dale Houghton. 

New \(>Rk 
January^ 1941 
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CHAPTER I 


More and Better Business 
Training 


Early American Business. —All in all, thrro has been much 
inflation of American business genius. The country was prodi¬ 
gally supplied with natural resources. There hav(' always been 
an abundance of feitile land, a climate conducive to enterprise, 
and rich deposits of iron, copper, lead, and the precious metals 
An abundance of coal, wudely distributed, a large part of the 
world^s supply of petroleum, and forest.’, so extensive that they 
seemed inexhaustible were available to the first i\ho came to 
claim them. Coming into the wulds to cope with nature and 
some enemies like the Indians and quantities of insects unknowm 
before tended to make men versatile. Probably the mixture 
of races, providing the best methods of dealing with materials 
known to many peoples, also stimulated the inventive genius 
which has played such a large part in American development. 

The first fortunes which businessmen of our country amassed 
came from appropriating large aieas of agricultural land. Then 
came shipping, which our isolated country required both to 
bring in manufactured goods and to take out raw materials. 
The timber men, who denuded the forests, came along with 
the shippers and contributed to the list of rich men of America. 
Iron and steel provided another crop of millionaires, and petro¬ 
leum still others. Mining added many more. All of these, 
except the shippers, gained their wealth by taking the soil, the 
timber which grew on it, and the mineral wealth which lay under 
it. With some, as the timber men, a heritage which might have 
provided amply for posterity was practically destroyed, 
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Early competition was ruthlessly cruel and little better than 
brigandage. While the pirate and robber took that which 
others had acquired, those who denuded the forests, exterminated 
the wild game, and exhausted the seal fisheries robbed future 
generations of that in which they had an inherent right. They 
have fittingly been called '‘despoilers." 

Of such “businessmen" there was little to learn, at least little 
that could be of value to future general ions. Of other business¬ 
men, who often succeeded by means little more honorable. 
Lord Rose well said near the close of the century, “I want my 
son to choose a profession. Business is nothing for a gentleman 
to engag(‘ in.” Then* were many successful businessmen of the 
less predatory type, but they left little or nothing of records, 
methods, or statistics which would help a young person to 
develop himself for a business career. Few, if any, had dis¬ 
covered that successful business should ju’ovide a satisfactory 
service and that profits should come as a reward for that 
service. 

The very idea of a businessman, until long after the Civil War, 
was a trader, a dealer; one who “by hook or crook" managed to 
get something out of the one with whom he did business. Unfor¬ 
tunately that idea W'a.s not considen'd seriously wrong for the 
first three-quarters of the* last century. Peddlers from whom a 
large part of farmers’ supjdies wen* bought wTn* notoriously 
dishonest. Ev(*n the best of merchants did not mark goods in 
plain figures, and almost (*very transaction was nnule in the 
atmosphere of suspicion. Each side tried to deceive the other by 
the most shameful lying. That, however, was no more charac¬ 
teristic* of Am(‘rican busirie.ss than of bu.siness in other countries. 
The nature of an ai)prenticeship in .such in(‘thods of commercial 
transactions could b(* only a little more ethical than FagirPs 
school for pickpockets. 

Business Training. —As it gradually dawned ui)on business¬ 
men that it w^as a normal condition for both sides to profit by 
the same transaction, they b(‘gan slowly to realize that a cus¬ 
tomer had a value and so should l)e preserved. Farmers came 
to realize that it was nece.ssary for the merchants who supplied 
them to make a profit. Rome wore wise enough to speculate 
as to how they might obtain their supplies if there were no 
stores or storekeepers. 
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With the development of '"ailways, of metropolitan newspapers, 
and of huge factories, it was discovered that everyone\s welfare 
was enhanced by the businessman. Some deserving philan¬ 
thropies by men of wealth also went far to break down the 
prejudices against business, and the most successful came to be 
revered. Their advice was widely sought. It was only natural 
that they regarded their training as ample; they were evidence 
of its effectiveness. So they gave all and sundry the formulas 
which liacl produced them. The inference, if not the urgent 
advice, was tliat others might follow the same routes to a similar 
success. 

Even at this lau* date, a large number of the leaders in business 
think that the only way for a young man to learn a business is to 
begin at the bottom and work up.^^ If the same method were 
to be applied to the professions, doctors, dentists, lawyers, and 
architects would have no formal training, but would each go out 
and by working with another man—who had developed simi¬ 
larly—discover the whole field by and for himself. Instead, 
the medical student has th(‘ accumulated experience of all the 
leading physicians and surgeons who have preceded him. These 
are accuratc^ly n*ported, printed, and inde ced for his development. 
He can begin his preparation with a scientific approach to his 
problems and an understanding as broad as that of the men who 
have been long in th(' field. He needs only to acquire skill in 
applying what he knows. So with others pn'pared to follow a 
profession 

Comjian that preparation with the training of a young man 
equipped with a liberal college education" w^ho enters business. 
He learns only as he observes and as he is told by those who have 
been longer on the job. He has no way to evaluate w^hat he 
learns from older men or to get the criticisms of other men of 
similar experience. He must unfortunately begin at the bottom, 
and if he makes progress, it is because of his good fortune, not the 
good training be receives. 

The first progress toward acquiring business information 
through recorded experience came with the technical publications. 
The earliest of these, as would be expected, was in the agricultural 
field. Farming was, and still is, the greatest business of the 
country. Soon after the inventions of the reaper and mower 
came the first publication devoted to the interest of the farmer. 
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That was in 1844. Publications devoted to trade and industry 
followed somewhat tardily. Banking was one of the earliest to 
support a publication, then came shipping, insurance, and the 
various branches of retailing. But it was not until near the 
close of the nineteenth century that the more abstract forms of 
business, such as office system, credits, salesmanship, and 
advertising were provided with publications. Textbooks soon 
followed in the various fields, and commercial schools which 
taught shorthand, typing, and business arithmetic multiplied. 
But it was not until the first decade of the present century that 
the real schools of business, which gave instruction on the college 
level, came into existence. 

Schools of Business Emerge. —Schools of business are still 
on the defensive. As they are only about a quarter of a century 
old, they have not yet established themselves so that they receive 
the universal acceptance of other professional schools. Yet, 
considering the meager material they had to work with, the 
scanty records of transactions of other days, and the reluctance 
of established business concerns to divulge their methods, 
progress has been better than might have been expected. 

The sneer of the practical businessman at th(‘ impractical 
college professor is far less prevalent now that it was in the golden 
age of the late twenties. Probably the chief reason is that most 
businessmen have come to realize what a mess they made of 
things, and what a jerry-built structure they had erected. 
Our businessmen, especially our bankers, have been deflated. 
It is difficult to trace a very large number of really successful 
businessmen back as much as 25 years. Dean Joseph French 
Johnson made the statement soon after the close of the war: 

America has no bankers. We have men in the banking busi¬ 
ness; many of them. But in comparison with the best in Europe, 
America has no bankers.” The closing of the banks in March, 
1933, is evidence* that Dean Johnson was right. 

It was natural that accounting should be one of the first 
subjects to be adetjuately presented in the* classroom for business 
students. It had been highly d(*veloped as a profession as 
compared with management and marketing. From its nature 
it was apparent that ^'good sense,'' or native ability, is not 
enough to prepare one to be an accountant. In addition, the 
firm's credit depended to a considerable degree upon the com- 
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pleteness and accuracy of its records. Then the new tax laws, 
which were based on income and profits, required a much higher 
standard of accounting than merely keeping track of those who 
owed the firm and to whom the firm was indebted. 

Banking and finance became more practically important as the 
trend to corporate business away from partnerships increased. 
At least an elementary knowledge of stocks and bonds could be 
learned in the classroom better than from anyone in the business. 

Management and marketing were slower in being recognized 
as fitting subjects to study at college. The early teaching of 
salesmanship, as conducted by itinerant instructors and most 
courses given by mail, was primarily a bag of tricks—as Prof. 
Elmer E. Ferris called it, "the science of keeping one’s foot 
in the door.” Instruction in advertising was either a course in 
printing or a course in English—sometimes a combination of the 
two. This type of instruction delayed the adoption of thii 
subjects by colleges and universities. 

Time and motion studies as made by Frederick W. Taylor 
and others made a very solid foundation for a course in factory 
management, but it was a long time before these were promoted 
to the level of college work. 

How to determine what to make, when it will be wanted, where, 
at what price, and by whom are questions that lie at the very 
base of manufacturing success. The method of solving these 
questions constitutes a fundamental part of marketing as now 
taught in the collegiate schools of business. This is supple¬ 
mented by an investigation of the most economical and efficient 
ways to get needed products from the place where they originate 
into the hands of those who consume them. 

The Need of Experts. —Let us examine a few cases of business 
practice to throw some light on the bungling of business—big 
business in this case. A petroleum firm was wholly unable to 
establish any correlation between its advertising and sales. Its 
accountants could not explain. The advertising and sales 
managers were not in agreement and neither could explain what 
was wrong, much less how to go about finding a remedy. The 
question naturally rose as to the benefits derived from the 
millions that were being spent in advertising. 

Finally a marketing expert was called in. By revising the 
accounting system, by allocating costs to the products and dis- 
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tricts which created those costs, and finally by determining the 
lag between the time the advertising was done and its effect 
was reflected in orders, there was shown to be a very close 
relation between advertising and sales. 

Another case is that of a large food manufacturer. Sales had 
been increasing both in dollar value and in tons. So had each 
year’s deficit increased over the previous year. What was to be 
done? No one seemed to know what was wrong, and, not 
knowing the trouble, no one had a sane idea of what to do about 
it. Again a marketing expert was called in. As in the petro¬ 
leum case, the books had to be practically rewritten before costs 
could be determined and a diagnosis made. It developed that 
the principal product, both in tonnage and in money value, had 
been sold at a loss. The more that was sold, the greater the loss, 
yet no one in the company knew it. Still worse, no one knew how 
to make an analysis that would show what was wrong. 

Another food company, employing several hundred salesmen, 
put out an extensive sales manual as recently as 1936. This was 
an elaborate and expensive publication devoted to the study of 
physiognomy. In fact it was a sort of textbook on that subject, 
elaborately illustrated. It attempted to develop all the firm’s 
salesmen into physiognomists. It is not surprising that a sak^s 
manager should not know that some of the plausible statements 
about faces and temperaments made* by the physiognomists are 
wholly without scientific foundation. But it is incredible that 
an intelligent man, responsible for the selection and training of 
several hundred salesmen, not knowing anything about the 
authenticity of this miscalled “science,” would spend thousands 
of dollars of this firm’s money on an outworn fallacy without 
investigating it. 

Is it conceivable that an officer of a company would be per¬ 
mitted to change an important formula without giving it a careful 
investigation? Would that be any more preposterous than 
permitting a sales manager to embark on a campaign based 
upon an exploded theory and so mislead and misdirect salesmen 
that their whole customer approach would be on a wrong founda¬ 
tion? That is what happened. 

One more case and we shall close our evidence as to the inade¬ 
quacy of training for business by “beginning at the bottom and 
going through the business.” The authors heartily approve of 
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a person’s completing his education by that method, especially 
concerning a particular business. As a complete training, how¬ 
ever, no matter how much time or study is devoted to it, it has 
no sound pedagogical foundation. It will result at best in a 
skilled laborer, not in a master of business. We believe that 
there are certain principles applicable to all businesses and that 
a careful study of these should be the foundation of training for 
all forms of participation in directing or supervising trade, 
finance, commerce, and industry. 

This is evident in the following experience by one of the leading 
firms selling from house to house. About 5 per cent of the annual 
business came from California, and, as that state had consider¬ 
ably less than 4 per cent of the population of the country, the 
performance of the district manager and his crew was thought 
to be highly creditable. Compliments and bonuses were 
showered upon them. 

Then a shrewd man in the sales department raised the ques¬ 
tion ''How do we know that they are doing a good job in Cali¬ 
fornia? Maybe they should be giving us an even larger share 
of our business.” The task of finding out whether more than 
5 per cent of their business should come from the Golden State 
was, as usual, given to the one who raised the question. He 
wrote to several firms doing a national business and offered 
confidentially to exchange information as to the part of their 
business that came from each state. Some refused to give that 
information, even though they could see some benefits and no 
harm in it. They had never done such a thing; therefore they 
should mot make an innovation now. 

However, several more progressive sales managers did exchange 
the information requested. It revealed that all of them, except 
the one who initiated the exchange, received 7 per cent or more 
of their gross sales from California. This brief account is of 
one of the very first studies of sales potentials which was applied 
to the actual sales of several companies. 

Just What Is Business?—The authors believe that the supply¬ 
ing of food, clothing, shelter, protection, medical care, education, 
and recreation and the creation and preservation of wealth 
constitute the business of the world. They believe that each 
of these definite objectives is a social service. These services 
can be classified as follows: 
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1. Fabrication—^manufacturing and constructing. 

2. Cultivation—includes farming, gardening, lumbering, and raising 
poultry and all kinds of livestock. 

3. Transportation—of people, merchandise, intelligence, money. It 
includes mining and fisheries. 

4. Conservation—-of wealth, of learning, and of works of art. 

5. Administration—making laws and executing them, including super¬ 
vising military and police forces. 

6. Education and recreation—the two overlap, but are inseparable. They 
are not mutually inclusive. 

7. Sanitation—^providing for the preservation of health and the care of 
the sick. 

It is the belief of the authors that everyone gainfully employed 
is devoted to some one of thesa basic services to mankind. The 
two first classifications constitute indirect services. The prod¬ 
ucts resulting from the labors in these classes may go to house, or 
feed, or entertain people in distant parts, of whom the producers 
know nothing. At the same time these producers will be receiv¬ 
ing the fruits of laborers equally distant. Those who grow 
oranges at Porterville, Calif., for the employees of shoe factories 
in Brockton, Mass., may wear the shoes that come from those 
factories. 

In transportation the service may be direct or indirect. Pro¬ 
viding airplane transportation is a direct personal service, but 
freighting coal from Carbondale, Pa., to factories at Brockton, 
Mass., for power is an indirect service; that is, none of those 
engaged in moving the coal has personal contact with those 
who will benefit from its use. 

The other four classes, conservation, administration, sanita¬ 
tion, and education and recreation, are more direct. Each 
group offers services to all the other groups besides members 
of the same group. 

As the authors see marketing, it belongs to the educational 
class and serves all. It helps the fabricator and cultivator to 
produce the right products, in the right amounts, at the right 
times, places, and prices. It also helps them to reach the con¬ 
sumers most efficiently and economically, thus making trans¬ 
portation also efficient. Psychologically it helps consumers to 
make selections which will provide the maximum satisfaction. 

For conservation it explains, teaches, and encourages its great¬ 
est possible use. In the storage of goods marketers can supply 
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data and consumption information that result in the most 
economic use of storage facilities. 

In so far and in proportion as the other groups—administra¬ 
tion, sanitation, education and recreation—are consumers, 
marketing can aid them in procuring supplies the same as other 
consumers. Marketers can also help the members of these 
groups to sell their various services to all who may be able to 
profit by them. 

Sifting the Wheat from the Chaff.—From a large number of 
interviews extending over more than twenty years, the investiga¬ 
tion of many records and many methods, some basic principles 
will be given in the following pages concerning such vital topics 
as pricing, correlating manufacturing, selling, and advertising, 
and determining what, where, when, and how much can be sold. 
Scientific methods will be applied to these topics. Such a text 
presupposes a general familiarity with the common functions 
and agents now employed in marketing. The aim is not so much 
to review common practices as to analyze and evaluate the 
fundamental procedures, so that those which are most service¬ 
able may be recognized and preserved, and those that are unscien¬ 
tific and uneconomic, recognized and discarded. We believe 
that it is possible now to point out the enduring from the passing. 
New methods, new goods, and new discoveries, both mental and 
physical, must be awaited. Prophecies will be avoided, but 
possibilities may be speculated upon. This is the authors' intro¬ 
duction to the chapters which follow. 
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CHAPTER II 


Product Analysis 


Some Ftindamentals. —The fundamental purpose of manu¬ 
facturing, of running a wholesale establishment, or of keeping a 
retail store is to sell something—goods. In the same way, the 
one reason for preparing one’s self to follow a profession is to 
sell a service; lawyers, architects, physicians, engineers, and 
college professors all have expert services to sell. The public 
utilities, railways, telephone companies, gas companies, and 
banks all sell services. That is what they exist for, and their 
continued existence depends on their ability to sell. 

Product analysis is an examination of the thing one sells to 
see if it is the kind of thing that buyers want. There was a 
time, not so long ago, when a manufacturer would make some¬ 
thing in the way he liked to make it—(^r in the way he could make 
it the cheapest—and then would look for ‘‘good" salesmen who 
could go out and sell it. It might not be just what the buyer 
wanted, but if he could be cajoled, or argued, or flattered, or 
browbeaten into thinking it was what he wanted, that was con¬ 
sidered “good" selling. Only slightly better were the methods 
of the manufacturer who made a product in the way he thought 
the consumer ought to want it, or ought to have it^ even if he did 
not want it that way. 

There is now an oversupply of teachers of the classic languages, 
who are trying to sell a service that they think people should have. 
They think it would be good for young people to study Greek 
and Latin. But, not being able to convince either those whom 
they would teach or those who supervise the instruction given 
the young of the value of their service, they are out of a 
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job; that is, they are not selling the service they have to offer. 
This is wholly aside from the question of whether they are right 
or wrong. Such unsalability does not in any way indicate that 
the service is unworthy, but merely that it has a limited market. 
Exactly the same thing is true of many products. In cold 
weather, woolen stockings are unquestionably more suitable 
and more comfortable than silk and offer better protection for 
health. Especially is all this true when style prescribes short 
skirts. But the hosiery manufacturer who insists on making 
woolen stockings because women should wear them will soon 
be out of business, unless he can convince women that they" will 
like to wear them—and that is a remote possibility. 

Do People Know What They Like and Why?—Research, as 
applied to laboratory investigation, deals with materials and the 
best ways to handle them. Laboratory research deals with 
questions of how goods can be made so as best to serve the uses 
for which they are intended. This is called scientific ” research, 
because it involves the physical science's of chemistry, physics, 
metallurgy, and engineering. In products of this type, few 
people can or do know what qualities or grades they want. 
They do not know the ingredients or the methods of manufacture 
that produce the most serviceable goods. But they do know 
the results they expect from the goods they buy. They want 
knives that will hold their edges, fabrics that will not shrink or 
fade, foods that will be clean, wholesome, and tasty. More¬ 
over, most people want all this and more at a price that seems 
reasonable to them. 

If price were of no consequence, most products could be made 
satisfactory even to the most critical buyer. But that is so 
seldom the case that with the great majority of manufacturers 
there is a continuous adjustment between price and quality 

Occasionally a buyer finds something so well adapted to his 
needs that he buys it with enthusiasm. The man who first 
attached a piece of rubber to the end of a lead pencil provided 
a utility of suen widespread use and at so little cost that it 
received immediate acceptance and sold by the millions. The 
inventor made a fortune out of it. The reason for buying was 
obvious. 

In contrast, one frequently hears the expression, “I wonder 
why I ever bought it.” Almost every home has a great quantity 
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of miscellaneous items, seldom if ever used, yet kept because 
they represent an expenditure. Sooner or later they find their 
way to the ashcan, not because they are worn out, but because 
it is a nuisance to keep them around. 

One reason why it is so hard to determine what people like is 
that during the process of buying their minds are so occupied 
with the selection and the terms of the sale that no thought can 
be given to the mental processes involved. Few stop to review 
the transaction while it is fresh in mind to determine just what 
induced them to buy. As a result, those who make things to 
sell and those who buy for resale depend primarily upon fixed 
habits to make their selections. Their customers have bought 
similar items in the past; there are no known substitutes at 
hand, so the probabilities are that they will buy again. With 
food, confections, remedies, and the vast majority of other routine 
purchases; habit changes so little from one season to another 
that it is a safe guide. In contrast, certain items of clothing 
change so much from year to year that no consumer can tell 
what she will want to wear a few months later. Yet the habit 
of following styles is so strongly entrenched that if the store 
buyer is convinced of authenticity of style he can select mer¬ 
chandise with perfect assurance that there will be a market. 

With the new product, there is no such guide as habit. Decid¬ 
ing what to produce is a matter of judgment without rules or 
standards, and, so far, without methods or research suflSciently 
developed to serve as a safe guide. One new magazine in about 
200 succeeds. If one novel in ten makes money for a publisher, 
he is fortunate. If five patterns of silk out of 100 become 
popular, the manufacturer is satisfied. One theatrical perform¬ 
ance in five may make money for the producer. Attempts to 
develop summer resorts, amusement parks, and residential sec¬ 
tions for cities have met with many, many failures. 

Products Given Wrong Sex. —Obyiously, the ultimate purpose 
of product analysis, as related to research, is to increase the 
amount of the product used. This may come through new 
users or through new uses by those who already buy. When it 
became common practice for women to smoke cigarettes, the 
market was doubled. When Pompeian face cream was invented 
it was with the expectation that the chief sale would be to men, 
especially to barbers. It did not become a success until it was 
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discovered that women, not men, constituted the natural market. 
Safety razors for women have not reached anything like the wide 
sale that was expected, but a better system of merchandising 
and advertising will probably enlarge that market. 

The sale of Postum was very greatly increased by an educa¬ 
tional campaign directed to the children's market. This was an 
appeal not primarily to the youngsters but to their mothers to 
serve them a warm drink. When selling radios was a matter of 
supplying parts, the appeal was wholly to men and especially 
to men mechanically inclined. The chief entertainment was in 
getting distant stations and that for a number of years was 
predominantly a man's pastime. When the assembled set was 
offered, the whole market changed. The men who had bought 
parts and assembled them lost interest in home-made sets. 
Up to that time, the broadcasting stations had refused to pay 
anything for talent. But with sets the market changed very 
largely to women. They were interested in radio because of 
the programs, whereas the men had found entertainment in the 
wonderful mechanical gadget. With the advent of the sets, it 
was necessary to convince women that they could operate the 
receiver and, furthermore, that it would Dring them programs 
that they would enjoy hearing. Tt was a matter of selling the 
set and the program, and the broadcasters had to employ talent 
and provide entertainment that would make the sale of the sets 
possible. 

Will television be sold to men, to women, or to both? Are 
trailers designed to please the convenience of men, or women, or 
both? And why has the sale fallen off sharply in the last few 
years; is it due to loss of interest by men, or by women? 

When haberdashery stores remained open evenings, men 
largely bought their own underwear and hosiery. When these 
stores were no longer open evenings, women took over a large 
part of this buying. Instead of going to the men’s clothing 
stores, as the men had done, they went to department stores, 
where they felt more at home. 

Doubtless a careful analysis will show that many products 
sold primarily to men and others sold primarily to women need 
a broader appeal. Times and customs change. 

Seasonal Studies. —Seasons play such a large part in market¬ 
ing that numerous studies have been made to determine the 
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effect of weather on the demand for goods. Lack of space 
prevents reviewing many of these. 

Is more coffee consumed in cold months than warm? If so, 
should sales efforts be more aggressive at one time than another? 
These two problems were posed to one of the authors. Sales 
records were obtained from a large grocery house, and a careful 
analysis showed that the consumption of coffee varied inversely 
as the length of daylight. The variation, however, was less than 
that of the number of hours. That is, in territories where the 
longest days were one-third longer than the shortest, the con¬ 
sumption of coffee in winter tended to increase 15 to 20 per cent 
over that of the long summer days. 

This conclusion was arrived at by computing monthly sales of 
coffee to about 500 grocers over a period of 5 years. Since the 
per capita consumption of coffee has tended to increase from 
year to year, it would be enlightening to make another study of 
the same nature to see whether the same condition still persists. 
Incidentally it is interesting to note that the number of suicides 
per thousand population varies directly as the length of daylight.^ 
A much more scientific study of the effect of weather on sales 
was made by the General Electric Company concerning the sale 
of electric fans. Someone was designated in each of the com¬ 
pany’s offices to make a n'cord of the temperature when the fan 
was turned on and again when it was turned off. As might be 
expected, these two coincided very closely. Another point was 
brought to light, that regardlc.ss of the mean temperature the 
fans were turned on and off at about the same temperature 
whether in Montreal or Miami. 

An extensive study of the temperature records of the leading 
cities gave very accurate dates as to when the electric-fan 
season started and ended in each. This gave definite dates to 
start the display and advertising of fans in all cities where the 
General Electric was represented. 

Other studies have been made on the effect of warm weather 
on magazine circulation and, to a less extent, on newspaper 
reading. None of them is convincing. Both of these studies 
are closely related to vacation habits. The “dull summer 
monthws” are attributed to the fact that “everyone is away during 
the hot weather.” No one has made a careful study to show 
'Warner's “American Charities." 
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how many more people actually leave our principal cities than 
go to them during July and August. Further, it has not been 
definitely shown that people read less in summer than in winter, 
in any investigation that has come to the authors* attention. 
It is just assumed that they do. 

A superficial study of a few hundred homes, made by tele¬ 
phone, indicated that not more than 5 per cent of the residents 
of one city were away on vacation in either July or August. 
As people having telephones are more given to travel than those 
who do not have them, probably 5 per cent is too high an esti¬ 
mate for the whole population. 

June is the month of weddings. '"Everybody says so.** But 
that does not make it so. Printers^ Ink made a study of the 
number of marriage licenses issued in New York each month for 
several years. An actual count showed that almost as many 
weddings had occurred in October as in June. December is 
another month of many marriages. Indeed, they occur in all 
months. Of course, it may be possible that a study of a large 
territory would give a different result. It would be worth 
investigating, if for no other reason than to get a more productive 
season for advertising to prospective brides 

Manufacturers of antifreeze materials to protect automobile 
radiators from freezing use the zones indicated by isothermic 
lines running more or less parallel from east to west across the 
country. A few places have such low temperatures that it is 
not practical to use automobiles during the coldest weather 
unless they are kept in heated garages. From these frigid areas 
the temperature varies all the way to perpetual summer, where 
freezing is practically unknown. Maps showing such tempera¬ 
ture zones can be procured from the United States Weather 
Bureau. A study of temperatures over a period of years Vvill 
give the approximate season when automobiles should be pro¬ 
tected in each zone. 

This is a kind (f research that can be accomplished from 
available records. Good judgment dictates that when a problem 
arises all such records be consulted before undertaking a field 
survey. And frequently such records are more conclusive than 
most field surveys can be made. 

Philosophy of Marketing Research. —Marketing research, 
which includes both product and market analysis, is so new. 
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and its uses are so varied, that it is only partially understood. 
Henry G. Weaver, director of consumer research for General 
Motors, has been as highly successful in securing customers' 
reaction to his firm's products as an^ne making similar studies 
whom the authors know. As the methods used by Mr. Weaver 
are available, we shall review them both for their results and 
for the method. 

The philosophy of these consumer investigations is founded 
upon Ruskin's statement:^ 

Consumption absolute is the end, crown and perfection of production; 
and wise consumption is a far more difficult art than wise production. 
It is therefore the manner and issue of consumption which are the real 
tests of production. Production does not consist in things laboriously 
made, but in things serviceably consumable—For as consumption is the 
end and aim of production, so life is the end and aim of consumption. 

Alfred P. Sloan, chairman of the board of General Motors, 
modernizes this philosophy and makes it more concrete: 

To discuss consumer research as a functional activity would give an 
erroneous impression. In its broad implications, it is more in the nature 
of an operating philosophy, which, to be fully effective, must extend 
through all phases of business—^weighing every action from the stand¬ 
point of how it affects the good will of the institution, recognizing that 
the quickest way to profits—and the permanent assurance of such profits 
—^is to serve the customer in the way in which the customer wants to 
be served. 

To carry out this policy the consumer research studies of 
General Motors have consulted automobile users along the follow¬ 
ing general lines: 

1. What features are preferred in regard to the appearance of 
the automobile, color, shape of hood, kind and color of upholstery. 
This enables the manufacturer to know what proportion of his 
cars to make of each color and interior finish. 

2. What placing and shaping of the controls will best meet the 
driver's convenience in handling the car? This, it should be 
noted, does not extend to the functional structure of the machine, 
about which few operators are capable of judging. 

‘ E^asay '^Unto This Last'' published 1851. 
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3. What determines the end of a car’s usefulness to the owner? 
That is, to what does he give most consideration in deciding to 
get rid of his old car? 

4. How does the owner ^ve his car serviced, by the agency 
from which he bought it, from a general garage, or otherwise? 
This gives the sales department an excellent checkup upon the 
degree of satisfaction its distributors render customers and what 
services the customers value most. Also, drivers are asked their 
pet annoyances in the way a car acts or in road incidents. 

5. What are the characteristics customers like most and least 
in automobile salesmen? This is ideal material for the sales 
manual. 

6. What kind of adverlLsing do consumers like best—not only 
the contents of the advertisements, but their physical presenta¬ 
tion, and how the message is sent to readers? 

7. In some of the more recent questionnaires, Mr. Weaver has 
introduced a new measure; that of value. It was handled as 
shown in the tabulation below. 


Check Your Appraisal 


Dash compartment 

0 

SI 

$5 

110 

S15 

S-^0 

$25 

$30 

$40 

$50 

Adjustable seats 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Ride regulator 

0 

1 

6 

10 

15 

20 

25 

30 

40 

50 

Over size balloons 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Safety glass 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Radiator shutters 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Automatic choke 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Syncro-mesh 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Free wheeling 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Hydraulic brakes 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

No-draft ventilation 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Automatic clutch 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 

Automatic starter 

0 

1 

5 

10 

15 

20 

25 

30 

40 

50 


This is a part of product and consumer investigation that has 
not been given the attention which its importance justifies. 

8. What other miscellaneous information affects sales and 
selling methods, such as the ability of the general reader to 
recognize General Motors products by name, the length of time 
automobiles are used before turning them in, etc.? 

It will be apparent from the foregoing that this manufacturer 
is very actively interested in how his products are used and how 
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he can help consumers to get the greatest satisfaction from the 
products they buy from him. 

The methods of securing this information will be considered 
later. 

Preliminary Tests.—Students may find extensive and detailed 
lists of questions that are pertinent to an idealized product. 
One enterprising New York University student made a list of 
an even 500 such questions. The answers to most were obvious, 
such as, Is it used by old or young? by men or women? by 
country or city residents? It is highly important to get the 
product right before allowing it to go on the market. To check 
against such a list of questions may be helpful. If the item is 
to be advertised, it is doubly important that the first ones put 
out be made as nearly perfect as possible. When Sunkist 
oranges were first advertised, it happened that a large number 
were extremely tart, so much so that they were not liked by many 
buyers. The result was so unfortunate that sales were disap¬ 
pointing. Drastic measures were taken to prevent repetition. 
Among these was local legislation to prevent the shipment of 
oranges which had not reached a specified degree of maturity— 
eight parts of sweet to one of acid. Months of advertising were 
necessary to induce those who had been dissatisfied with their 
initial purchase to try Sunkist again. 

In contrast to this, Procter & Gamble Company experimented 
for two years with Crisco before they felt that it was ready for 
the market. Once perfected^ it soon proved popular and no 
change has been found necessary, although creamed'' Crisco 
has been developed recently. The same firm has never changed 
the consistency, the size, or the shape of the regular-size Ivory 
soap, which has been on the market for more than a half century. 

One firm found it necessary to send a man all the way from 
Michigan to the Argentine to assemble some seeders which had 
been shipped before any of them were set up. The expense of 
repairing the misfits was more than the profit for the whole year. 

A clock manufacturer of Bridgeport, Conn., sent a shipment 
of alarm clocks to Cairo, Egypt. After some months his agent 
notified him that the clocks were not selling and asked for 
instructions. An investigator was hurried to Cairo. He found 
that the natives did not care for the soft, musical gong. They 
wanted one that the neighbors could hear. It was a distinction 
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to own an alarm clock, and the loud gong proclaimed its presence 
to the neighbors. The clocks had to be returned to America. 
A long list of failures of this kind could be presented, but perhaps 
these examples sufficiently show the necessity of perfecting an 
article before it is put on the market. 

Inquiries about Packages. —Product analysis emphatically 
involves packages and containers. While this is not the place to 
go into an extensive consideration of packaging, a few investiga¬ 
tions may be recounted which show the possibility of profitable 
research in this field. One of the great packing companies spent 
some $1,500 in merely investigating the reactions of consumers 
to a proposed package. It is not apparent that the one finally 
selected was better or poorer than several others. The method 
was slow and tedious, and it was expensive. The most that can 
be said for this method of selection is that it was conservative 
and eliminated the possibility of serious mistakes. 

A tea packer made an investigation and found that a large 
part of his consumers bought tea in very small amounts. Before 
that most of the tea had been sold in bulk and weighed out at the 
time of sale. In order to protect his tea against the damage that 
resulted from absorbing moisture, he packea it in tin containers 
and in quantities that were popular with the ultimate consumers. 
The response was almost instantaneous, and he soon gained 
control of a large part of the market. 

Another tea packer insisted that this was not an economical 
way to pack tea because the cost of the package was too great 
in comparison to the amount of tea. His logic may have been 
right, but a large majority of the people in his territory, including 
his former customers, bought the new packages. They did so 
in spite of the fact that his tea was admittedly of a higher 
quality. 

A clerk in a grocery store reported that one of the best lines of 
jams, jellies, and marmalades that the store carried was decreas¬ 
ing in sales because the top was sealed so tightly that it was 
almost impossible to get it off with the implements at hand in the 
ordinary kitchen. 

A limited investigation showed that a large majority of those 
questioned did not use tooth powder, because it was so difficult 
to get it out of the package without scattering it ^'all over the 
place,as one young.lady said. While most of those who had 
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tried tooth powder liked it better than paste, only a very few 
had continued to use the powder because of this diffipulty. 

These are but a few of the points that have come to the writers' 
attention in investigating packages, but doubtless there are 
many others that would be brought to light with further study. 
It is evident that for gift candy, buyers will willingly pay a 
liberal amount for the package. No matter how fine the candy 
may be or how expensive in itself, it could not be sold for gifts if 
placed in the ordinary paper sack. But just what part of the 
selling price can profitably be charged up to the container is a 
question that can still be given some profitable research. Indeed, 
the sales value of the package for various products is one of 
conjecture as yet, which suggests the possibility of extensive 
investigation. 

Method of Sale.—Already reference has been made to research 
that has been done profitably by retail stores. Probably some 
of the manufacturers could follow the example of the retailers in 
improving their methods of sale. Several years ago, an alert 
grocer of Bakersfield, Calif., sat down one afternoon and figured 
up the number of food stores and the clerks engaged by them. 
It immediately became apparent that if they all worked eighteen 
hours a day, they could not sell and wrap up the food supplies 
that were consumed in that trading area. Investigation soon 
showed that a considerable number of mail-order houses were 
d ling a thriving business in the city. The grocer made a house- 
to-house call on a large number of residents. He frankly said 
that he was a grocer and that he was looking for information. 
He knew that many of the people of Bakersfield were buying their 
groceries and foods from mail-order houses, and he wanted to 
know why. The lower price was the answer that was anticipated, 
but on many items he asked speriScally how much saving would 
be necessary in order to induce the buyer to send cash out of 
town for the product, pay the freight, and then carry it home. 
This brought forth many illuminating answers. 

The thing in the hark of his wind was the possibility of opening 
a cash-and-carry store. There w'as none in the town at that time. 
In order to test out the possibilities he advertised baskets of 
berries for sale one Saturday with the stipulation that they must 
be paid for in cash and carried away. They could not be deliv¬ 
ered. The price was about 15 per cent lower than that for which 
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berries were selling in competing stores. When these sold out 
readily, he concluded that for staple products reduction in 
price would induce people to pay cash and carry their own 
purchases with them. He opened a cash-and-carry store and 
in a few months time he had taken over the most of the business 
which formerly went to the mail-order houses. 

This is given in so much detail not only to show the benefits of 
this kind of study but also because the investigation was so 
thorough and convincing. It is well understood that many 
products are bought in the fashionable centers for prestige. A 
reduction in price on this type of merchandise will not attract 
purchasers to the less imposing shopping districts. But with 
many other products and with man}^ consumers, the price is 
the one inducement that overbalances all others. 

The enterprising proprietor of a small magazine and book 
store in Grand Central station, New York, conceived the idea 
of selling sets of the Encyclopaedia Britannica to customers who 
were w’aiting for late trains. The skeptical sales manager was 
sure that it could not be done—it never had been done—but 
because he was importuned at last gave the ambitious bookseller 
an opportunity to try out his plan. Not e^^ily did it work, but 
he discovered an unusually large number of cash customers. 

The sale of handkerchiefs in drugstores, of prunes in dairy 
stores, of the magazine Esquire in high-class men^s furnishing 
stores, and many other unusual outlets for standard merchandise 
have been developed by careful analysis and the willingness to 
experiment. 

Inelastic Markets. —Many products are destined for a market 
which has little or no elasticity. Reducing the price of nails 
would not stimulate building construction or other uses. No 
bargain sale would induce a woman to buy a baby carriaEre if 
she did not have a baby. When one has a product of this kind, 
there is little that can be done to increase sales, except at the 
expense of competitors. Again, products sell only in relation to 
some other products over which the first manufacturer has no 
control. Automobile tires is one of these. The tire business 
can grow only as the automobile business grows, and there is 
very little that the tire manufacturers, either singly or in coopera¬ 
tion, can do to stimulate their market. Competition in this field 
naturally tends to be extremely active. 
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The chief consideration in such a situation is that the condition 
be recognized and that no efforts be lost attempting to penetrate 
a stone wall. Sometimes urging consumers to buy in larger 
quantities stimulates greater use. This was true with Clicquot 
Club ginger ale when the manufacturer induced grocery stores 
to stock it and sell it by the case. A greater impetus was given 
to consumption, which theretofore had been restricted to soda 
fountains and drugstores. At the time this is written, Pepsi¬ 
Cola is selling a six-bottle package for 25 cents. This anticipates 
that five extra bottles will be consumed before the purchaser 
returns. It probably will stimulate the use very materially. 

Getting women to buy soap in large quantities by offering 
special inducements will probably not increase the total consump¬ 
tion of this article, or at best only to a small extent. The same 
thing is true with spices, extracts, baking powder, and shaving 
creams, to mention just a few. However, if a man had a large 
number of razor blades on hand, it is possible that he would 
discard used blades a little sooner than if he had only a few blades 
in his possession. With the first classes of articles named, 
reducing price or going to other expense of encouraging large 
purchases will probably result only in receiving less money for 
a month^s or a yearns supply. This is one of the characteristics 
of an inflexible market. The most that analysis and research 
can do here is to investigate competition. 

What Does Quality Mean?—The meaning of quality will be 
different for many different articles. Appearance sometimes is 
one of the main requisites of quality. However, satisfactory 
service is the chief factor. An article is assumed to be of good 
quality if it will last for a long time without giving trouble or 
with a minimum of trouble. 

This kind of quality is not always desirable. With extreme 
style goods, it adds little to value. They are doomed to be 
discarded when the vogue changes, and being still *‘as good as 
new^^ when they become obsolescent does not add anything to 
the satisfaction of ownership. 

Price, of course, is an element in quality. A good article for 
the price, or good value, is what most people mean when they 
speak of quality. There is a limit to how good many items should 
be. A manufacturer of a furniture polish made it so good that 
he could not induce customers to use it in small enough quantities 
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to be really effective, and it was discontinued. One of the large 
spice mills prints on each package of cayenne pepper, “Very fine 
if you use little enough,“ and the “little" is underscored. Auto¬ 
mobile wheels made with wooden spokes almost always outwore 
the rest of the car. Yet, when the attractive-looking steel wheel 
was presented, the very good quality wooden wheels were 
discarded. 

These examples may make it apparent that quality is only 
relative and it can be added to the term “value" as more nearly 
descriptive of what consumers seek than merely fine workman¬ 
ship and good materials. A note might also be added here in 
regard to the economy of quality goods. It is not always integ¬ 
rity or honesty that dictates the policy of a firm in the kind of 
product it puts out. Some firms believe that it is more profitable 
to make their products excel. Some have advertised “as good 
as they can be made," which, of course, Ls an exaggeration. 
But low-grade products are made exactly with the same motive. 
The manufacturer feels he can make more money on an inexpen¬ 
sive than on an expensive product. In each case, the motive 
is the same—to make money. The difference is in policy. It 
becomes unethical when a product, eitrer good or poor, is 
misrepresented. 
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CHAPTER III 


Consumer Research 
Methods 


Defilling the Problem for Study.— Whether the investigation 
is to be made by intervic'ws or through mail questionnaires, as 
Pauline Arnold has pointed out so convincingly, the first thing 
to do is to get “a correct understanding of the problem to be 
studied.'^ For example, several different investigations have 
been made to determine the position value of advertisements in 
magazines. Evidently it is impractical t^ trace actual results 
from any considerable number of advertisements and then rate 
them according to the position occupied. The Campbell Soup 
Company seldom accepts any position in a magazine except the 
first page following the main editorial part. Some publishers 
put a premium price on this position; others give first choice 
to the advertiser who has had space continuously for the longest 
time. To be specific, just what would the Campbell Soup 
Company be interested in knowing about the relative value of 
different pages? In the publications where there is a rate 
differential for preferred positions, they would want to know 
whether the returns would justify the added cost. In publica¬ 
tions that give the preferred positions to the advertisers who 
have maintained the most regular schedule, they might want to 
know the exact value of the bonus which the preferred position 
offers. The publisher wants to know exactly the value of the 
different positions he has to sell so that he may neither overprice 
nor underprice them. 

Then what are the definite problems that are up for solution? 
The first concerns the value of different pages. How value is to 
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be determined is the next. Is it by the number of people who 
see the different pages? Or is it the number of readers who are 
able to remember the advertisements in the different positions? 
Or is there sufficient prestige in occupying preferred positions 
to give added emphasis to the message and so make it bring 
larger returns? As inferred above, the definite measure of value 
is the business produced by the advertising. Because of the 
great difficulty—even the impossibility—of determining the sales 
produced, or induced, by a given advertisement, it is generally 
assumed that the value varies directly with the number of people 
who see the display. Practically all advertisement rates are 
fixed on that scale of measure. 

To determine the number of people who saw an advertisement 
is almost as difficult as to determine the number who were 
influenced by it to buy something.^ It has been too commonly 
assumed that the position in the magazine or newspaper was 
the chief factor in determining the ability of a respondent to 
recognize a display. The authors have not been able to find 
definite evidence that there is a certain or fixed relationship 
between the ability to remember an advertisement and the 
effect of that advertisement on purchasing. Many times the 
influence of advertising is subconscious and not recognized by 
the reader. In contrast, an advertisement may be remembered 
because of some extraneous matter that it contained which may 
have had no influence in creating a desire for the products offered 
for sale. 

To the experienced advertising man, the opinion of a layman 
that an advertisement was ‘‘brilliant” or “excellent” is evidence 
that the mind of the reader has been centered on the advertise¬ 
ment rather than on the product which was offered for sale. In 
such a case the advertisement was remembered rather than the 
offer, and the position in the magazine might or might not be an 
important influence. All this discussion has served its purpose 
if it has convinced the reader of the necessity of first getting 
“a correct understanding of the problem.” 

' Moat circulation data are based on the number of people who had an 
opportunity to see, or hear, an advertising message, which is a far different 
matter than counting those who actually saw or heard. The number 
who remember having seen or heard is revealed by several ■t 3 rpe 8 of 
investigations. 
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The next concern in making a questionnaire is to get the 
precise information which will bear on the problem and which, 
when assembled, will provide some definite and reliable data 
that will be highly pertinent. 

The skillful research man will usually find a way to ask a 
question so that it will reveal the accuracy and sincerity of the 
responder. Dr. D. B, Lucas of New York University, in investi¬ 
gating how many advertisements were recalled by magazine 
readers, secured some prepublication copies of the magazine 
which he was studying and included a number of advertisements 
which the respondents could not possibly have seen, along with 
those they were supposed to have seen and remembered. Ques¬ 
tionnaires were excluded in computing results if the one answering 
made the mistake of claiming to have seen an advertisement 
which had not yet appeared. 

Henry Weaver of General Motors, when asking a question of 
fact, such as '^What made you decide to turn in your old car?" 
always asks for corroborative evidence, as the name and date 
of model of the automobile. This enables the editor to discard 
those which complain about features the car did not have. 

The authors, in studying the home-reao'mg ne^wspaper habits 
of New York City, asked for the features which were preferred. 
In addition to showing what part of each newspaper was most 
read, this gave the added value of checking the accuracy of the 
respondent. This device has also been extensively used by the 
Crowell Publishing Company and the Macfaddcn Company in 
studying the circulation of magazines. 

All this tends again to emphasize the difficulty of making a 
survey that will produce accurate, revealing information. This 
is emphasized by Prof. Harry W. Hepner of Syracuse University, 
who in 1933 made an extended study for the McCall Publnhing 
Company to determine the relative influence of the man and 
woman of the house in buying food and clothing. In his find¬ 
ings he states: “The reader may be interested to know that as 
much time and effort were spent in learning how to make this 
investigation as in making it." 

Framing Questions to Get the Truth. —Since long before 
Pontius Pilate's cynical inquiry, “What is truth?" men have 
puzzled to know when they had exact information and to devise 
methods of securing data that would be absolutely reliable. 
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Those are the problems of the research man. Half-truths and 
factual statements of not more than 50 per cent error are easily 
secured. To get the truth, the whole truth, and nothing but the 
truth should be the standard in research as well as in law courts. 
The general method is the same; question and answer. The 
chief problem is to secure the right answer to a question that 
probes for information which reveals the truth. The following 
rules may be applied to research questions: 

1. Make each question so plain and simple that it cannot be 
misunderstood. It is not enough to make questions so clear 
that intelligent people will understand; they must be so clear 
that they cannot be misunderstood. 

2. Keep questions clear from expressions that arouse preju¬ 
dices. ^'Do you believe in President Roosevelt’s court-packing 
bill?” is an example. The one interrogated might favor all the 
provisions of that bill, but would not go on record as favoring 
court packing. 

3. Avoid questions that require the subject to commit himself 

when he is not so disposed. This can usually be accomplished 
by &ome such device as: I prefer No. prefer No. 2 

, ; I don’t care. ... To omit an answer leaves more or less 
doubt Dt'grees of conviction should be made possible, as in 
some cases a positive assertion can be distinguished from passive 
acquiescence. 

4. Make the question so specific that all generalizing and 
mental exceptions will be avoided. *^Do you chew gum?” is 
not such a question. Is the answer ‘'yes” if one has not chewed 
gum today? For a w(‘ck? P"or a month? For a year? The 
obvious way to avoid confusion with such questions is to guide 
the answers, as (1) Frequently? (2) Occasionally? (3) Never? 

It may be argued that this leaves an opportunity for dis¬ 
crepancy as to judgment. Would all regard “often” and 
“seldom” the same? In all common sense the slight difference 
that might occur would affect results very little. It must be 
remembered that the purpose of most research is to assist in 
the accuracy of estimates or to provide a basis for estimates. 
And differences of opinion, as illustrated here, will seldom detract 
measurably from the accuracy of estimates. 

5. It is best to avoid questions involving opinions. This is 
difficult of application. “What is your favorite color for 
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an automobile?” Strictly that is not a question of opinion. 
'‘Name four colors for automobiles in the order of your prefer¬ 
ence.” That involves opinion, but is primarily factual. One is 
asked to state one's likes. “What colors for automobiles are 
most popular?” is a question of opinion for all who have not 
made a definite investigation. Many thousands of such opinions 
would be of little value to an automobile manufacturer. Occa¬ 
sionally it may be valuable to get the “general opinion” on some 
subject such as the value to workers of the Social Securities Act. 
In such an answer, belief is stated. Belief aiid opinion are not 
synonymous to the advertising man. Belief is acquired by 
conviction; opinion may result from a passing fancy. 

6. Avoid questions whose value depends upon the accuracy 
of memory over a long period. Mr. Weaver issued a question¬ 
naire some time ago in reference to the most and least pleasing 
approach of salesmen. Answers founded upon recent sales 
talks were not only more definite and complete than those 
recalled after weeks or months of delay, but were less affected 
by the Law of Fusion.^ 

Of course these suggestions for framing questions are far 
from complete if one is looking for a list comprehensive rules. 
However, their observance will aid in getting definite and 
accurate information. ^ 


^ The recollection of events is colored by the feelings and emotions which 
were experienced at the same time. 

•Gallup and Rae in "The Pulse of Democracy," on p. 101, give the 
following rules for guidance in framing questions: 

"1. The questions should be as brief and to the point as possible. Long 
conditional or dependent clauses tend to confuse people. 

“2. The words and phrases should be simple and in common day-to-day 
use, among all groups in the community. 

"3. The questions should not include words which have a strong emo¬ 
tional content. 

"4. The questions must avoid all possible bias or suggestion in favor of 
or against a partii ular point of view. 

"5. The questions should include all the important alternatives which 
may emerge on a given issue. 

"6. Where the individual is being asked to choose between different 
alternatives, this choice of alternatives must be given as early in the question 
as possible. 

"7. In cases where the choices in a question are lengthy or numerous, it 
is preferable to list these on a card which the respondent can read. The 
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Making questionnaires is so extremely difficult that only 
occasionally is it possible to get them right until they have been 
revised after being tried out. If the investigation is of any 
importance, whether by interview or by mailed questions, the 
authors believe that a tryout should invariably be made before 
the final form is determined. 

The easier it is to answer a question, the surer the answer. 
Also the more complete the opportunity to answer as the respond¬ 
ent wants to answer, the greater the accuracy of the information 
acquired. 

The writer has before him a questionnaire on spark plugs 
with 18 different questions, some of them with as many as 
12 divisions. All in all, over 100 questions are asked. It was 
intended as a verbal questionnaire, but even so, very few could 
be induced to remain attentive all the way through it. 

For purposes of easy tabulation, many questions can be asked 
so that they can be answered by '^yes” or ‘'no^' or with a check 
mark. Great care should be taken not unduly to restrict the 
respondent, however, by limiting him to checking preferences. 
In the same questionnaire on spark plugs, this question appears : 

Which of the following would influence you most to try a new make of 
spark plug? (1) Reputation of manufacturer for quality products; 
(2) Recommendation of automobile manufacturer; (3) Recommendation 
of your accessory dealer; (4) Recommendation of friends. 

If several thousand automobile owners should answer that 
question, the actual truth probably would not be ascertained. 
With many owners, none of those influences is so potent as the 
recommendation of the mechanic in the garage. Yet there is 
no opportunity to indicate that on the questionnaire. Evi¬ 
dently omitting it was an oversight. To avoid such oversights, 
an opportunity should be presented to suggest '^others.'' Then 
when the trial questionnaire is made, if other influences or factors 
arc shown to be important, they can be included in the final form. 
Even then, to give the appearance of fairness, an opportunity 
to list things that seem important to the respondent should be 
provided. 

average person is not likely to be successful in retaining a long list of alter¬ 
natives, or complex questions, in his mind.’’ 
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If measurements are asked for, it is doubly important to 
provide an opportunity to check rods, yards, feet, inches, or what¬ 
ever unit of length is most desired. This will often save an 
immense amount of computation in tabulating results. 

All answers to questions should be carefully read by the 
editors. There may be such inconsistencies that the ballot is 
worthless and should be discarded. Again, f'^rors may creep 
in which an experienced editor will quickly detect and correct. 
Any changes should be referred to the one interviewed if this is 
convenient; in any case they should be brought to the attention 
of the one in charge. 

To induce participation from respondents, assurance should be 
given that under no circumstances will anyone be quoted or his 
answers be made public without his written consent. Further¬ 
more, the respondent should be assured that he will not be 
subjected to solicitation because of his participation. 

Asking Too Little or Suggesting Too Much. —Marketing 
research is a practical problem. Limitations of time and money 
and the absence of perfect techniques make even a near approach 
to perfection extremely difficult. However, a consideration of 
the illustrations given below will greatly :iid in the accuracy of 
results. Merely avoiding errors is not sufficient; positive, 
definite information is necessary. For example, the questions 
should provide a means of indicating values in likes and dislikes. 
Few things arc enjoyed so much that they could not be improved; 
few are so disliked that they arc absolutely refused. 

In investigating a cereal drink, it was found that a large num¬ 
ber of people did not like it. That provided little help for the 
market analyst. Why was it not liked? After many interviews 
a shrewd observer found that respondents had bought the cereal 
drink expecting it would taste like coffee; the resemblance was 
so slight that the drink was disappointing. That information 
was highly revealing. It was not a positive dislike, but failure 
of the drink to 3 ome up to expectations that had led to disap¬ 
pointment and discontinuance of use. In the case of most 
people, likes and dislikes, especially of foods, are subject to very 
little analysis. They either like or dislike and that is all there 
is to it. Merely collecting such general reactions contributes 
little or nothing to improving the product. 
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Failure to get all the information that is available may invali¬ 
date results, but so framing questions that the respondent will 
exaggerate or prevaricate insures untruth worthy answers. 
Such answers can be used only to make a case that is willfully 
misleading. 

A farm publication recently issued a survey, a mail question¬ 
naire, in which the following question was asked, “What brand 
of the following foods do you use?” The foods listed were 
unusual and among them were a number that are certainly 
foreign to most homes. The same questionnaire asked: “What 
brands of the following toilet requisites do you buy?” and again 
listed a great many toilet requisites not used in most homes. 
Both of these questions are definitely leading and doubtless 
would result in an overstatement of the extent of use of the 
articles enumerated. If the investigator is interested only in 
relative figures, this overstatement might not be fatal. How¬ 
ever, in this particular case the figures were projected to the 
total circulation of the publication and an attempt was made, 
based upon these leading questions, to show the size of the total 
market which the circulation covered. 

A mail questionnaire sent out by a juvenile publication asked 
the question: “When mother buys food, does she take your 
advice on what kind to buy?” Another question in the same 
questionnaire was, “If Dad bought a car would he be influenced 
by your choice?” The above questions are not only leading 
but they are also examples of questions that ask for information 
which the one interviewed cannot give with accuracy. 

A very interesting (luestionnaire put out by a general publica¬ 
tion asked such questions as: “How many of the following does 
your immediate family own?” and then listed such items as 
horses, automobiles, motorboats or yachts, bicycles, airplanes, 
etc. Certainly this question is definitely leading, and the an¬ 
swers, if used to show the economic standing of the readers of the 
publication, are bound to result in an overoptimistic statement. 

A questionnaire attempted to measure the extent of automobile 
and other forms of travel, by such questions as: 

From Oct. 1, 1932, to Oct. 1, 1933, please classify out-of-town journeys 
of some length (round trips of 70 miles or more) made by automobile 
whether in your own car, or in a car belonging to someone else. . . . 
What basic fare per mile would cause you to travel to the extent that 
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you would spend more money for rail transportation than you do at 
present? Indicate fractions by the use of decimals. 

Even certified public accountants would have difficulty in 
answering such questions. 

Possibly the prize example of leading questions appeared 
recently in a newspaper account of a political poll just conducted 
to determine whether voters in a certain election district were 
opposed to a third term by President Roosevelt. The two ques¬ 
tions asked in this poll were ''Do you think George Washington 
was right in refusing to be a candidate for a tliird term as presi¬ 
dent?'^ and ''Do you think the tradition against a third term is a 
safeguard against one-man rule and Fascism?" In answers to 
such questions, there is little reason for astonishment that three 
to one voted against the suggestion of a third term. 

The One-sided Question.—In countries governed by dic¬ 
tators, it sometimes becomes advantageous for the dictator to 
secure "evidence" that will indicate how generally governmental 
policies arc approved. So elections are held. Ballots arc pro¬ 
vided which lead voters to vote as the dictators want them to 
vote. In Russia, as recently as 1938, the ballots provided only 
an affirmative vote; an adverse vote WlS a "spoiled ballot,” 
according to newspaper reports. Results, widely heralded, were 
that a very large percentage of the votes cast were in favor of 
the government. Such a recent vote of confidence was approxi¬ 
mately 99 per cent. 

The following questionnaire, prepared by one of New York 
City's leading public utilities, was patterned after the dictator^’ 
ballots. On one side of the questionnaire was this statement: 

To Our Patrons: 

Tearing down the Sixth Avenue 'L' now when the Sixth Avenue Subway 
cannot be ready for your use for five or six years means that in the 
meantime, at great discomfort and inconvenience, you will be forced 
to use the prescuit overcrowded rapid transit lines, or the new Eighth 
Avenue Subway when completed, most of which are from one-quarter 
to three-quarters of a mile from the Sixth Avenue district. 

Safety of the Sixth Avenue 'L' train operation will be maintained during 
subway construction. It has been done before and we will see to it 
that it is done now. 
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If you wish to keep the Sixth Avenue 'L’ please sign this card. 

Thank you. 

Interborough Rapid Transit Company 
by Frank Hedley 
President and General Manager. 

The other side of the card offered this: 

To Interborough Rapid Transit Company; 

As a regular patron of the Sixth Avenue 'L', I oppose its removal at 
least until a Sixth Avenue Subway has been constructed and placed in 
operation. 


Name__ 

Address_____ 

Note Kindly leave this card with any Station Agent or other uniformed 
employee 

After these cards were counted, the result was presented to the 
city^s transportation authorities To call them petitions, which 
they were, was not objectionable. To make the statement that 
over 95 per cent of the votes handed m favored continuing the 
elevated until the subway was completed might have been the 
literal truth—except that they were not votes. It might also 
have been the vilest deception. In any case, it was absolutely 
of no value as an expression of the railway's patrons. While 
few would be so brazen, there have been and probably will 
continue to be many other surveys as misleading and deceptive 
as this. 

Questions That Get Wrong Answers. —To make out a ques¬ 
tionnaire and have someone pass it around, or to mail out a few 
hundred or a few thousand, and then tabulate the answers, seems 
so easy that anyone can do it. In fact, a great many have 
done it and have secured “information” wholly misleading. A 
few examples will bring out the difficulties met and also will 
throw some light on the adequacy of the methods used. 

One of the great soap companies had been considering the 
advisability of bringing out a soap powder but was uncertain 
as to the reception it would be given by housewives A letter 



Consumer Research Methods 


37 


was sent to all its salesmen, instructing them to confer with 
retailers as to the probable attitude of their customers toward 
the proposed product. Nearly all reported adversely, and it 
was not until a competitor had introduced a similar product 
and made a great success of it that this company discovered its 
mistake. It took years of hard work and a huge advertising 
expenditure before it was able to overtake its smaller competitor 
in the sales of this product. 

What was wrong with the original investigation? The short 
answer is that it was all wrong. More specifically, 

1. Salesmen should not be employed for impartial investiga¬ 
tions. The better the salesman, the poorer may be his research 
efforts. The salesman, by habit of mind, is convinced before 
he starts an interview. 

2. Retailers were a«^ked to give their opinions as to what 
their customers would do. Such opinions are of little value. 
When a man backs up his opinion by investing money on what 
he believes, the case is, of course, an exception. 

3. Retailers were not in a position to give an impartial answer. 
In their minds they could see added dollars invested in another 
soap similar to soaps the}’' already had u. many brands on their 
shelves. No increase, only a substitute for what they were 
already selling, was the way they interpreted the addition of a 
new soap. 

4. The salesmen were naturally biased. They wanted to find 
a result that would be pleasing to their customers, the grocers. 
In the general business contacts they make, there is enough 
friction. They wanted to avoid the possibility of any new 
source of trouble. So if the first four interrogated reported 
adversely, the question put to the fifth would probably be some¬ 
thing like this: ^‘Do you believe there would be enough s.^le of a 
soap powder to pay for stocking it?” Answer: ‘‘No.” 

Another case: A larger advertiser, not sure of his advertising 
media, secured the services of a research bureau to make a 
survey for him. This bureau was selected because its price was 
lowest. What seemed a suitable questionnaire was prepared 
and approved by the advertiser. Then it was sent to a few 
thousand dealers, indiscriminately. The result showed that 
newspapers were an overwhelming favorite. This was wholly 
unanticipated. It seemed so illogical that another research 
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firm was engaged to repeat the investigation. Very little change 
was made in the questionnaire, yet the results were wholly 
different. How can this be explained? 

In the first case, hardware dealers, drygoods stores, grocers, 
druggists, jewelers, milliners, etc., were all included, although 
the advertiser was interested only in drygoods and women^s wear 
stores, and, possibly, milliners. 

Of course, no hardware or men^s furnishing store voted for 
women\s magazines, which were listed as one of the media from 
which to select. Then because of the way the question was 
worded, all, or nearly all, thought that newspapers meant the 
local new’spaper, whereas only the metropolitan dailies could 
possibly have been used by the advertiser making the survey. 
In the second .survey the proper selection of the audience to be 
interrogated and the revision of one question made the wide 
difference between the right answer and the wrong. 

Another advertiser attempted a little invc'stigation of media 
on his own initiative. He was interestf^l only in magazines. 
His questionnaires were sent out on a return i)ost card, and the 
reader was asked to check the magazines in the supplied list 
which he read. ScATral thousand cards were sent out. Returns 
were satisfactory—nearly 30 per cent. The Atlantic Monthly^ 
Harper's Magazine, Vogue, Good Housekeeping, and a number of 
others were listed by a large majority. 

When this amateur investigator took these reiurns to his 
advertising agent, with the idea of showing him how he “had 
missed the best bets,” the agent pointed out ; 

1. If as large a proportion of people read the checked maga¬ 
zines regularly as had so indicated, the circulations of those 
magazines would be three to four times what it actually was. 

2. If no more people read the “hot love” magazines than 
reported, those magazines would have to go out of business. 

3. Probably the ones who read the favored magazines regu¬ 
larly had responded m much larger numbers than those who did 
not like to reveal their reading tastes. The results secured at a 
very considerable expense were valueless. 

Seeking Evidence, Not Information. —There has been a large 
number of marketing surveys made to prove something. Indeed, 
there has been so much of that kind of research that it is all 
under suspicion. The very fact that the investigation is made 
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by someone interested in the results immediately places it on the 
defensive. It is so easy to make a survey seem plausible that 
space buyers look with suspicion on all the surveys submitted 
as sales evidence. This is illustrated by a proposition put to 
one of the authors. The publisher of a group of fiction magazines 
came to him and asked if he could conduct a research that 
would show fiction magazines to be a good medium for financial 
advertising. 

“Very easily,” was the response. “Take lists of the stock¬ 
brokers of some large cities. Ask them if they read fiction. 
Then ask if they read fiction magazine®. Finally, ask whether 
they would see financial advertising if it w^ere placed in the 
fiction magazines they read.” The publisher was fired with 
enthusiasm. The plan was so simple and so sure to bring him 
the answer he wanted. When told that th(' author would con¬ 
duct no such surve'V, for the simple reason that he was not 
interested in conducling research to prove anything and was 
particularly adverse to trying to prove something he believed 
false, the publislier was more than ever convinced that “college 
professors are impractical.” 

The abuse of questionnaires to get misleading information on 
the number of radio listeners has been too common. One of 
these methods is to call up names indiscriminatel}’' from the 
telephone directory, and ask if the radio is in use; if so, what 
program is on and who sponsors it. The worst form of these 
reports is as follows: Of a definite number who responded to the 
telephone inquiry, “To what program are you now listening?” 
a given number replied, “The AB program.” This is misleading 
and deceptive unless (1) the actual number of calls made are 
given; (2) the number who did not answer is reported; (3) the 
number who answered the call but refused to give information 
is named. 

Suppose out of each 100 calls, 75 responded and 25 did not 
answer. Of tho^e who answered, 9 refused to give information. 
Then 21 reported that they were listening to the AB program. 
Actually 21 out of 100 calls were tuned in. But as represented 
by the report, it would be: of those who answered the inquiry 
21 of 66 said they were listening to AB. That is a showing 
approximately 50 per cent better than the actual result, which 
was 21 out of* 100 calls. That is an instance where a literal 
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truth is a deceptive lie. It was true that of the 66 who answered 
the question, 21 mentioned AB, but 100 calls had to be made 
before 66 were found who answered the question. The 34 who 
did not answer would be accounted for in an honest count. 

At best, the method and the findings are unsatisfactory, 
because only about 58 per cent of the families of the country 
have telephones, while over 85 per cent have radios, according 
to a recent estimate. “The sample is loaded“ and no generali¬ 
zations made upon it are trustworthy. It was such faulty 
sampling that brought the old Literary Digest into trouble 
This by no means reflects upon other legitimate and accurate 
surveys made in the radio field, many of which involve the use 
of the telephone. For a description of one of the best of these 
see Chap. XXIIL 

The Inventory Count. —“Don^t expect the 'inventory count'^ 
of brand use to give you the the same result as the 'front-door' 
method and don't ban either or both because they don't agree," 
said Pauline Arnold in Sales Management She continued, “We 
have heard a great deal recently about the dependability of the 
inventory count when used to determine what brands people 
use. The inventory count has been compared to the front-door 
method of asking questions on brand usage much to the detriment 
of the front-door method." These are two different things. It 
should be noted that in every case the number of people having a 
given brand on hand is less than the number who state that they 
use it. The unwarranted assumption from this is that women 
do not tell the truth through pride, carelessness, or plain indiffer¬ 
ence when asked about their brand-buying habits. However, 
there seem to be certain variations among the product groups 
that make this assumption at least open to question. If one is 
willing to admit this evidence, the result might be stated thus: 
the more a product is subject to variation of taste and desire for 
variety, the better possibility one has of getting an accurate 
measurement of use by the front-door method. The less these 
factors operate, the better measure can be arrived at by the 
inventory-count method. If this is true, then, with any product 
subject to desire for change it is wiser to determine use by ques¬ 
tion rather than by actual presence 

* The inventory count is a check on goods actually found in the home. 
The front-door method is an interview at the door 



Consumer Research Methods 41 

Miss Arnold^ adds this pertinent observation: 

It is obvious that a woman is justified in naming herself as a user of 
Post Bran Flakes if she has them in the house one-third of the time, yet 
one has only one chance in three of finding them on her shelves at any 
given moment. Or, stated differently, an actual count of the presence 
of the product would reveal only one-third of the people who are actual 
users of it. 

In another test made between the front-door method and the 
inventory method by Macfadden Publications, 934 brands were 
mentioned when women were a&ked what brand they used, while 
only 496 brands were actually seen on the shelves in the pantry. 
In the remaining 438 cases where the product was said to be 
used and the brand readily named, no such product was found 
in the house. In other words, 47 per cent of the brands men¬ 
tioned as being regularly used were not found on the pantry or 
kitchen shelf at the time of the interview. A variety of reasons 
were given for this, but almost all of them summed up to the one 
fact that today the grocer carries the stock and not the house¬ 
wife. In 139 cases the product was on the grocery order list 
or had already been ordered from the grocer. In 112 cases it 
was going to be purchased as needed. 

How Many Answers Are Necessary? —The number to be 
interviewed is one of the first considerations. The belief of 
those most active in this work, like George Gallup, Archibald 
Crossley, and Elmo Roper, is that a very small percentage will 
give an accurate picture, provided the sample for investigation 
is truly representative. The old idea that “inequalities will 
wash out if the number is great enough “ was exploded by the 
fiasco of the Literary Digest poll in the Roosevelt-Landon cam¬ 
paign. Weaver still questions extensively, but for other reasons 
than because he thinks large numbers are necessary to secure 
accuracy. First, he realizes that, with 26,000,000 or more 
automobiles in this country, replies from 5,000 would not be 
highly impressive for the board of directors. So he secures 
hundreds of thousands and, good showman that he is, piles 
them by the truckload in the room where the directors meet. 
Again, the way Weaver handles his questionnaires is believed 
to be good publicity for the company—so the more, the merrier. 

^ Sales Management^ Dec. 1, 1935. 
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Seldom should surveys be governed by the number of inhab¬ 
itants with the purpose of reflecting the ideas of the populace. 
The ^'public opinionpolls are interested primarily in questions 
that may come before the electorate, so only voters are inter¬ 
viewed, and these in proportion to the electorate rather than 
to the population. Where the number does not have to be 
determined in advance, as is the case with so many commercial 
investigations, the questioning should continue until new votes 
no longer make significant changes in relationships. That is 
the best answer as to how many are necessary. 

After a few hundred of a particular class are interviewed, if 
they are highly representative, the result should be authentic. 
For example, suppose the schoolteachers of a state arc to be 
questioned as to their wish to continue in their position. Those 
to be interviewed should be divided into classes: kindergarten 
teachers, intermediate-grade teachers, high-school teachers, and 
supervisors. If the purpose is to show a consensus, then the 
number of interviews of each class should be in the same pro¬ 
portion as the number of teachers in each class. 

Sometimes it is possible to secure an expression of opinion 
from a definite audience so representative' that a small percent¬ 
age can be canvassed and the results prove highly accurate. A 
few seasons ago, Gimbel Brothers of New York got out a ques¬ 
tionnaire of 100 questions. They secured about 1,500 interviews. 
Approximately 20,000 of the same questionnaires, slightly 
modified to conform to mail requirements, were sent to custom¬ 
ers. Personal interviewers did not seek Gimbel customers only, 
but confined their interviews primarily to women who had a 
charge account at some New York department store. It was 
found that answers to the mailed qm^stionnaires conformed 
closely to the results from interviews. The survey was for 
determining colors, prices, and styles of women’s w('ar. Stock 
was secured in conformity with the answers received; that is, if 
25 per cent of women contemplating the purchase of a coat 
wanted a fur collar, one-fourth of coats bought were with such 
collars. The point is that, if the Gimbel customers had not 
responded in conformity with the standard set by general inter¬ 
views, an accurate correction could have been made based upon 
the report of the oral interviews. If the range of prices antici¬ 
pated for a coat had run 10 per cent, $100 or more; 18 per cent, 
$75 to $100; 25 per cent, $60 to $75; 30 per cent, $45 to $60, etc.. 
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and Gimbel customers had indicated a somewhat lower price, it 
would still have been possible, on the information given, to make 
a stock selection far more accurately than by “past experience/' 

The question here might arise, how was the original number 
of interviews (1,500) arrived at? There were two practical 
considerations. One was the amount of money the store was 
willing to spend for the investigation. The other was an estimate 
from the number of customers. The reports "of 1,500 women 
were signifi^’ant; just how significant would appear in summariz¬ 
ing results; that is, if the last few hundred tabulated did not 
change the trend, results could be said to be satisfactory. If 
they did change results radically in some items, then either 
those items could be disregarded, or a further investigation made. 
If none of the items seemed to show consistent trends, then 
probably the undertaking was unwise and the costs likely to be 
in excess of the benefits. 

Out of the above a method may be worked out that in a large 
number of cases will roughly determine the number of inter¬ 
views necessary to make the results trustworthy. 

Answers Should Be in Same Proportion as Classes. —Do not 
assume that because your outgoing mailing is a true cross section 
of your market your responses will also be a true cross section. 
Definite control must be set up to ensure the accuracy of the 
responses. For example, in a recent survey that came to notice, 
the following paragraph appeared: “To guarantee the highest 
possible accuracy all questionnaires were distributed in propor¬ 
tion to A B C circulation by states and cities. “ Nothing was 
said about the distribution of the replies to the questionnaire. 
Distribution of replies is just as important .as the distribution 
of the original sample. 

A mail questionnaire seldom, if ever, gives true answers to 
questions involving pride, social standing, personal habits, etc. 
Even a trained investigator has great difficulty in securing reli¬ 
able information on such subjects and he has many aids not 
present in the mail questionnaire. 

A recent survey conducted by a movie publication asked the 
question: “Is your bodily weight a factor in your selection of 
foods?" A second question in the same survey was: “If you 
had to choose between the two, which would you eat, the food 
you liked best or the foods which are best for you?" How many 
would answer accurately? 
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Order of Merit —few years ago a well-known psychologist 
proclaimed a new system for grading the pulling power of adver¬ 
tisements. He believed it to be infallible. He also believed 
that the same method could be applied to grading poetry, canned 
fruit, paintings, packages, fabrics, designs of dishware, and other 
fields where it is desirable to make important selections between 
different items involving taste. 

Of course there is much to be said for the procedure. There 
is also much that must be avoided in technique or the test may 
be a complete failure. As applied to advertising, the plan was 
to submit a series of advertisements to a jury, the members 
of which were to place them in the order of merit, the best first, 
the second best next, and so on until the poorest was last. Then 
an averaging of these ratings was supposed to reveal the order 
of effectiveness. Evidence of the accuracy of the method was 
offered in the returns from a series of advertisements in an engi¬ 
neering magazine, which were in approximately the same ratio 
as the grading by a class of engineering students who had no 
knowledge of advertising. 

With the qualities of tea, coffee, candy, cigarettes, or of the 
color appeal of different fabrics, this type of rating may be 
valuable, if controlling techniques are observed. Judging mate¬ 
rials for men's neckties should not be left to schoolgirls, nor 
judging women's dress fabrics to a jury from the hod carriers' 
union. The absurdity of selecting a jury indiscriminately would 
be illustrated by having a group of college students rank accord¬ 
ing to merit several prescriptions for the treatment of lumbago 
or arthritis. If these were left to the average judgment of 
medical students, the selections might be better; but if the 
authors needed treatment for either of those maladies, they would 
prefer the opinion of one skilled physician to that of any number 
of students. 

If a series of advertisements were prepared for men's suits 
and these were ranked according to preferences expressed by a 
jury of college boys, the verdict might be valuable. The boys 
know much about the appearance of clothes, and the advertise¬ 
ments which stood highest in the award might be expected to 
produce the best returns. But to ask these students to judge 
the advertisements, of which they know nothing, would be a 
waste of time. Unless such a jury were made of advanced 
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students who had given much time to the study of advertising, 
their combined verdict would be of no more value than the 
opinion of any one of them. Averaging what people don’t know 
is hke averaging zeros. 

One of the chief requirements of the ordcr-of-mcrit system is to 
get a suitable jury, and suitability includes size. Sometimes 
this is impossible. The next best thing is to submit to the jury 
only such questions as the members are competent to answer. 
A jury of farmers might be able to pass on the merits of plows 
offered in a series of advertisements. If these were all written 
about one plow, under different names, then the advertisements 
for the favored plow evidently would be the most resultful when 
published. If the jury were made up of men who had had long 
experience in writing copy for agricultural implements, they 
might safely be asked to pass on the merits of the different 
advertisements. 

An old story recounts how a young schoolmaster outguessed 
all the experienced drovers present in estimating the weight 
of a load of hogs. He waited until all the others had expressed 
their opinions, averaged these and gave the answer as his esti¬ 
mate. He probably would have been far less accurate if he had 
averaged the guesses of his pupils. The order of merit is always 
good when the jury is good, but averaging the ignorance of any 
number of people does not arrive at a wise conclusion. 

This method is chiefly valuable in considering matters of general 
but not expert tastes, such as comparing printing types. Com¬ 
parative legibility can best be decided by a vote of those who read. 
So with the length of coats, the width of the brim of hats, flavors 
for ice creams, the strength of coffee and tea. All are matters 
of common taste, and a jury made up of a sufficient number of 
participants will be dependable for the time and place. 
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CHAPTER IV 


Market Analysis 


Market Analysis Is Many-sided. —The term ‘‘market analy¬ 
sis” is loosely used and generally without definition. Many 
apply it to some phase of investigation, without realizing to 
how many other angles of the subject it might be applied 
For the management of a business, market analysis relates to 
general policies. Will public w\arehouses with dc^aler salesmen 
be employed? Will brokers and wholesalers b(' cmtrust(‘d with 
the distribution? Will district offices be establish(‘d, and, if so, 
must goods be stocked in each district or can i)ublic warehouses 
take care of the storage problem? How can sal(\s efforts and 
production best be coordinated? These and similar qu(\stions 
require market analysis to obtain solutions satisfactory to the 
management. 

To the sales manager, the effects of geographical and climatic 
conditions in arranging sales territories, terms of sale to get the 
most efficient cooperation from distributors, and evaluating 
the marketing potentials for fixing quotas and distributing the 
advertising budget are subjects which require the most exacting 
market analysis. 

The advertising manager shares those responsibilities with the 
sales manager and in addition analyzes his market for various 
sales appeals, for effectiveness of coverage by the various media, 
and for a comparison of advertising costs for the different types 
of campaigns. 

Transportation systems and costs give the traffic manager 
plenty to think about, and he must do some active market 
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analyzing in order to keep his department functioning to provide 
the greatest economies. 

The treasurer and the credit manager have many problems in 
common. Their market analysis looks to the future as well as 
to the present. What will become of the village that has sprung 
up during the constructing of the irrigation canals? Will the 
stores be able to continue? What of business f'onditions in 
general? Should there be a tightening of credit, or is a period 
of expansion at hand that will justify an optimistic extension 
of credit to take care of increased business? To what extent 
are new inventions going to interfere with present sales? What 
about installment selling; what are the best ways to finance the 
great volume of credit involved? Arc there any definite trends 
in styles, habits, or customs that are of immediate importance 
to the business? This last question will provide opportunities 
for the analysts of every department to study. To the treas¬ 
urer, market analysis may mean primarily an investigation of 
conditions under which the firm has to sell its securities. 

Does not this hasty review of the ramifications of market 
analysis indicate that the term is almost as broad as marketing 
itself? The authors will continue to u'^e the term as it is com¬ 
monly used—meaning an analysis to tie in with or supplement 
field surveys or consumer research. But we shall place the 
principal emphasis on evaluating markets. If sales and ad\er- 
tising efforts are to be applied at the place, at the time, and to 
the extent that will produce the greatest results, the process of 
evaluation must be continuous and thorough. 

In a very true sense, market analysis has to do with interpret¬ 
ing facts secured by field work. That, of course, involves 
recognizing the significance of the information uncovered. The 
market analyst will supplement the data gathered from the fii ld 
with available records and from such other sources as he can 
draw upon. To do this with thoroughness and accuracy requires 
both experience and a penetrating, logical mind Not always 
should the analyst be held to the responsibility of providing 
rcinedies. Like his prototype, the medical diagnostician, his 
work logically ends when he presents a clear picture of conditions 
and of the influences which have produced them. 

Three Primary Elements. —A market is a group of people 
able and willing to buy. That is simple and plain and is widely 
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accepted as a definition. An analysis usually proceeds to reduce 
the thing to be analyzed into its elements. What is there in 
the above statement that lends itself to further simplification or 
clarification by breaking it up into parts? First there must be 
something to sell, a product or service. This was extensively 
studied in a former chapter. If there are buyers, of course 
there must be sellers. Aside from the original producers, these 
are middlemen. Who are they and how efficient is their selling? 
This is the second factor to be considered. The buyers, that 
group of people who are to be supplied, constitute the third 
factor in analyzing a market. Every sales campaign has these 
three factors to consider. When each is properly dealt with 
and the problems solved that pertain to each, then the spade 
work is complete and the foundation is ready. To attempt to 
say that one of these elements is more important than the others 
is like deciding which leg is the most significant of a three-legged 
stool. If any one fails, almost surely all will fail. 

The product, as it is related to the consumer, has been con¬ 
sidered; now another factor, the distributing agents, will be 
studied. Methods will be investigated for measuring the extent 
of the markets to which products arc offered. As the authors 
see it, market analysis consists of evaluating the willingness and 
ability of a group of people to buy, together with appraising the 
efficiency of the distributing agents in order to judge to what 
extent they accelerate or retard the flow of goods entrusted to 
them. 

Climate, habits, tastes, superstitions, and education play a 
large part in determining what group of people will buy or refuse 
to buy. It is not a matter of wealth alone that determines the 
size of a market. The availability of merchandise is an influen¬ 
tial factor also; and availability may include the attractiveness 
with which goods are offered as well as their physical presence. 
Price is one of the most potent factors in determining the extent 
to which an item may be sold. These are some of the important 
considerations in judging the efficiency, or lack of it, when 
distributors are being compared. 

Before Selecting Distributors. —The general consideration 
involved in selecting distributors has been discussed in Chap. X. 
As part of the investigation before the final decision is made, it 
is well to know the costs of operation. By no means is the 
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efficient jobber or broker to be determined merely by the amount 
it costs him to run his business. Rather, the question is how 
much sales promotion can he put into each dollar he charges his 
customers for serving them. For example, one wholesaler may 
be able to have his representatives call on retailers for as little 
as a visit, while another in the same field allows SIO for each 
call. It is conceivable that the latter is more efficient. Suppose 
the $3 man is a mere order taker. He copies the items read to 
him by the buyer from the ‘'want book," then goes his way with 
an order of $10 to $15. He has done no real promotive work, and 
the dealer might have mailed in his list of items quite as well. 

In contrast, the $10 man may have given the buyer so much 
information about the goods, about stockkeeping, about store 
display, and about advertising that he makes a full-line customer, 
rather than merely taking an order for some articles the store 
feels that it must have because there will be calls for them. The 
final answer as to the efficiency of the two is the cost of selling 
goods over a period of two or three years’ time, or even longer. 

It is unnecessary here to review what is said when channels of 
distribution or cooperation with distributors are considered. 
But what the analysts will find it necessary tv investigate is the 
human element. It is important both in the wholesale and in 
the retail fields. Enthusiastic, efficient, and energetic efforts 
of the selling agencies that handle the goods after they leave the 
factory should be secured, if possible. An analysis should show 
to what extent the manufacturer enjoys this cooperation and to 
what it should be attributed. If distributors are not enthusias¬ 
tic, this should be discovered, the reasons ascertained, and 
remedies prescribed so far as can be done. 

Research on Distributors.—John Allen Murphy^ summarizes 
his activities in research for an advertising and sales agency as 
follows; 

In our experience fact finding is used most frequently in these 21 ways; 

1. To find why some customer is buying much more than the average 
customer in his class. 

2. To find out why old customers, who have been buying about 
the same amount of the product for years, suddenly begin to buy a great 
deal more of the product. Frequently, there is much significance in 
such a situation. It may mean that competitors have raised their prices 

^ Marketing counsel for G. M. Basford Company. 
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or lowered their quality or are falling down in their service. It may 
mean that customers have found new ways of using the product. Or if 
customers are distributors, it may be that they have found new markets 
or have developed methods of selling more to old markets. 

3. To find why some salesmen are selling much more than the aver¬ 
age salesman. Have they better territories or are their methods more 
effective? Why? Why can't the other salesmen use these methods? 

4. To find why there is such disparity between the results obtained 
from different distributors. What do the good distributors do that the 
poor ones do not do? Why can't the poor ones do what the good ones 
are doing? 

5. To find why there is such disparity between the results obtained 
from different parts of the country? Do the sales potentialities in the 
various sections justify these differences? If not, what can be done to 
fill in the valleys in the sales map? 

6. To find why the results from different industries of about equal 
potentialities vary so much. Is the marketing plan to blame? Are the 
selling methods responsible? Has the advertising anything to do with 
the case? 

7. To find how to introduce a product. 

A. A new product to a new industry. 

B. A new product to old industries. 

C. An old product to industries to which previously it had not 
been sold. 

D. To add a new product to an old line. 

8. To find why certain big orders were lost or why good customers 
stopped buying. 

9. To get the data for the compilation of sales manuals, sales kits, 
and other sales literature. 

10. To get the data for a sales compensation system. 

11. To get factual information about installations for use in advertis¬ 
ing copy. 

12. To get the information needed for the establishment of a sales 
control system. 

13. To get data for sales quotas. 

14. To get data for an inventory control system. 

15- To get data for sales training courses. 

16. To find if there is something wrong with the product or its design 
or its packaging or the units in which it is produced or the method of 
shipping. 

17. To find what items in a line are unprofitable and to learn if they 
can be safely eliminated. 
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18. To find what new products the markets may be demanding or 
what changes the markets may want in present products. 

19. To find out how a specific company is trending with respect to its 
industry and with respect to business as a whole. If it is slipping, find 
out why and ascertain what can be done to stop the trend. 

20. To find why a whole industry is slipping. 

21. * To find how to adjust a business to economic and social changes. 

What Analysis Should Reveal. —Market analysis takes the 
data collected in the consumer survey, or field research, and 
applies them to the statistical information already collected or 
available in books of reference. Sales promotion, using the term 
in its broadest sense, should be based upon the following factors: 

1. The predirted reasonable consumption for a unit of population—1,000 
or some multiple. 

2. Trading areas, which will differ in many respects. The ability of 
each to absorb the offering should be determined in comparison with the 
basic unit of population. 

3. The effort in advertising and selling necessary to sell a unit quantity. 
This can be determined best by trial campaigns. A high degree of accuracy 
will require much investigation. 

To get a base line for comparison, it is well to consider the 
largest available district. The whole country frequently serves 
best. The per capita consumption of t(‘a is approximately 
12 ounces for the United States, while the per capita consump¬ 
tion of coffee is approximately 10 pounds. Each family spends 
a little more than $1 a year for extracts and a little less than that 
for spices. Similarly, sales of most staples are available. The 
experienced market analyst can closely approximate the sale of 
fountain pens, watches, cosmetics, playing cards, chewing gum, 
men^s hats, and other items of wide sale. 

Each trading area should be studied in comparison with the 
average taken as a base. How much is it above or below the 
standard? It will be obvious that there are many conditions 
that affect the sale of goods in the various trading areas. Anti¬ 
freeze mixtures for automobiles is a striking example. It is 
evident that the further south one goes the less will be the sale 
for each 100 automobiles. But it should not be assumed that an 
average or mean temperature will fix the sale limitations. Fear 
of the occasional frost may create a limited market. Oil burners 
are popular as far south as Florida and the Gulf of Mexico. 
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Many people install them who would not think of putting a coal 
furnace in the house. Oil burners will not sell so readily through 
the south—even to people of equal wealth and occupying houses 
of comparable appointments—as in states bordering Canada, 
but there will be some sale for them. It is the purpose of the 
field research to ascertain approximately who will be prosjiects, 
then the analyst will determine how many such prospects there 
are. 

Market Index Defined. —''A market index is a system of 
indicators which reveals the relative business activity of different 
territories or their probable ability to absorb goods or services.” 
It has many uses, among which are setting sales quotas, appor¬ 
tioning the advertising budget, and forecasting sales. 

For goods or services consumed in proportion to population, 
there would be no need for a market index. But there are no 
such goods. If there is one item in the hundreds that go to make 
up the supplies of each family that has an equal per capita 
consumption, the authors have not been able to discover it. 
Even salt, a product whose sale is not influenced by economic 
conditions, has as great consumption in Chicago as in New York, 
a city twice as large. Rhode Island with a population about the 
same as South Dakota uses only about half as much salt. The 
meat-packing industry explains the difference in consumption 
in the two cities and the amount fed to livestock the difference 
between the two states. 

Chewing gum, cigarettes, milk, bread, and sugar are other 
items which at first flash might seem to have approximately 
the same consumption, but investigation will show that there 
is a wide difference in different parts of the country. 

A perfect market index would reveal accurately the relative 
ability and willingness to buy every product in two or more 
territories under consideration. Again there is no such thing. 
However, it is possible to construct an index that will be far 
more accurate in predicting results than a comparison of the 
populations. 

The idea of the indt'x can be easily illustrated. In the city 
of Alpha, with 50,000 population, there are twice as many dentists 
as in the city of Beta, with 35,000. The sale of dentifrices will 
be in the same proportion—2 to 1—not in proportion to popula¬ 
tion. A reasoned conclusion is that most high-priced, or luxury, 
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goods will sell in the same proportion as the number of dentists. 
That is, the residents of Alpha will buy twice as many high- 
priced automobiles as in Beta. So with watches, imported 
rugs, air-conditioning plants, sets of encyclopedias, and other 
like products. This does not mean that the dentists will provide 
the market in (‘ither case Rather the explanation is this; 
dentistry is a high-class and expensive service. Where people 
buy sufficient dental attention to support dentists, they will also 
buy luxury goods and roughly in the same proportion. All 
things b(‘ing equal, that would be a reliable index, but in com¬ 
paring different populations '^all thingsare never equal; hence 
the difficulty in making trustworthy indexes. 

Making a Market Index.—A few months before this was 
written one of the authors was given an assignment of analyzing 
the market for a certain beverage Time and funds were 
limited It is (juite piobyble that with further study a more 
accui’ate index could be computed, but probably the same, or a 
similar method, would be used 

First, the jier eajiita consumption was found to be 14 gallons a 
y'ear for th(‘ Unit(*(l Stat(‘s Results of field studies at hand 
indicated that th(‘ consumption depended, a^noiig other things, 
upon 

1 Tlic aniouTit of urban popuLition Sales are miic}i larger in cities than 
in countr\ districts of f omp'ira’hlc population 

2 Projiortion of forciRii-born Those of foreiRu birth, and ihoir children, 
coiisuiucd far more tluiri iiatnc Americans This applies particularly to 
those of Moidi( r itliti tliaii Latin descent 

3 Buying jiower of tlie district Whi re other goods sold well, the market 
was belter than m districts where lestncted retail sales indicated a low 
buying pow er 

The amount of hot weather was not a general factor. The per 
capita sale in the Gulf states is the smallest in the country. But 
in hot weather more is sold than in cold, so a seasonal correction 
is necessary That is, in comparing figures for different states, 
the data should be for the same month, or else a correction is 
necessary. 

So retail sales and percentages of foreign-bom and urban 
population were chosen as factors for computing an index. As 
figures were more readily available in a slightly different form, 
the method was made to accommodate available statistics. 
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For example, take the state of Wisconsin; 49.3 per cent of its 
population is of native parentage, as compared with 79.3 per cent 
for the whole country. Hence, for each 1,000 population, Wis¬ 
consin has 2.45 times as many inhabitants of foreign parentage 
as the average for the country. If that were the only, or the 
controlling, factor, it would be expected that Wisconsin would 
have a per capita consumption of 2.45 X 14 gallons (the average 
for the United States), or 34.3 gallons. But there are other 
factors which were just pointed out 

In the United States 56.2 per cent of the population is urban; 
in Wisconsin it is 52.9 per cent, about 94 per cent of the average. 
Computing 94 per cent of the 14—the basic average—gives 13.16 
gallons. So if the per cent of urban, population were the only, 
or the controlling, factor, Wisconsin would have a per capita 
consumption of 13.16 gallons. 

Per capita retail sales for the country are $400; for Wisconsin 
$421, or about 5 per cent above the average. Again if retail 
sales were the only, or the controlling, faqtor, the consumption 
in Wisconsin would be 5 per cent above the average, or 14.7 
gallons. 

If these three results are added together—34.3 + 13.6 + 14.7 
—the sum is 62,6. Divide by 3, as 3 factors were used, sup¬ 
posedly of equal importance, the final number is 20.7. So it 
would be expected that the annual per capita sale would be 
20.7 gallons. As accurately as recorded sales could be computed, 
the consumption was 23.2 gallons, or an error of 7.2 per cent. 
That is a rather large error, but with other states the index 
seldom showed an error of more than 5 per cent, which is good 
for an estimate. 

Suppose a manufacturer, in analyzing sales, finds that for the 
past year he sold 8 quarts per capita in Wisconsin, the heaviest 
consuming state, and 7 quarts in Pennsylvania, with 6 quarts 
in Delaware, how can he compare the results of his sales-promo- 
tion activities in these different states? Of course, if the com¬ 
bined advertising and all sales efforts had been equal in all 
three, then actual sales would give an accurate base with which 
this manufacturer could compare his own sales. This equality 
should not be assumed, for it does not exist. Lacking that as a 
base, the index can be applied as follows. 
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Pennsylvania has retail sales of $395; 67.8 per cent urban 
population; and 58.8 per cent of native parentage. Computing 
as in the case of Wisconsin, expected sales in Pennsylvania would 
be 17.22 gallons. 

In Delaware retail sales are $432, 51.7 per cent of the popula¬ 
tion is urban, and 75.4 per cent is of native parentage. Comput¬ 
ing as above, expected sales would be 14.8 gallons. 

In Wisconsin the manufacturer under consideration sells 
approximately one-tenth of the supply; 2 gallons out of 20.7 as 
computed by the index. In Pennsylvania he sells 1.75 gallons 
out of a total of 17.22 gallons, or slightly more than one-tenth. 
In Delaware he sells 1 5 gallons, or 6 quarts, out of 14.8 gallons, or 
just over one-tenth The conclusion would be that the ad^ er- 
tising and selling efforts in all three states were of approximately 
equal efficiency. That conclusion could he substantiated except 
as the eoinpetition might be much more active in some territories 
than in others. If competition is more a(*tiv(‘ in Wisconsin, say, 
than in Delaware, then the sales force in the former state is 
doing a better job, as in each the firm gets 10 per cent of the 
business. 

This is a rather complicated index and at iM st will reveal only 
an approximation of the actual results. Yet as tried out by the 
list of states, it proved surprisingly accurate. The sales manager 
who is relying on such a general method of computing a buying- 
power index should test it periodically to avoid errors resulting 
from changing conditions. 

Many times the index may be very simple. For spark plugs, 
the number of automobile registrations should provide a simple 
and very highly accurate base for estimating sales. If the 
number of spark plugs sold for each 1,000 cars could be discovered 
for any territory, the number registered in any other territory 
should give the approximate possible sales. It would follow this 
proportion: sale of spark plugs in district A is to the sale of spark 
plugs in district B as automobile registration in A is to the 
automobile registration in B. 

Harvesters might be expected to sell in proportion to the 
acreage of grain. But here the size of the average field would 
be an influence, as headers are not practical in any but large 
fields. The total acreage in fields above a minimum size, below 
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which harvesters would not be profitable, would provide a suit¬ 
able base. This might be difiicult to find. 

The sales manager for Corona typewriters found that the 
circulation of the Saturday Evening Post provided a ready-made 
index for his portable typewriters; that is, where this magazine 
sold, the Corona also sold in a constant ratio. To divide the 
sales of the Post in a given district by a constant number accurately 
gave the possible sale of Coronas. This constant was found by 
dividing the other way round. The Post circulation for a given 
district was divided by the sale of Coronas in that district, and 
this was repeated for many different districts, always with approx¬ 
imately the same result. So it was assumed that that condition 
would always prevail, and new dealers were given a promise of 
definite sales founded upon the formula that had been proved. 
Fortunate, indeed, is the business which can find an index so 
simple and so reliable. 

As will be seen later, magazine circulation sometimes does 
provide a reliable index, particularly for goods that are extensively 
advertised. 

Three Factors to Consider.—Ideally a market index should 
present three factors: one to indicate ability to buy; one to show 
willingness to buy; and one to indicate the condition of business. 
When business is good most people buy more liberally than when 
it is slack. 

There is a vast difference between ability to buy and willingness 
to buy. This is convincingly presented in a study of two cities, 
Cleveland and Cincinnati. The showing was for some years ago 
and may present a very different picture from comparable data 
ten years later. 



Cleveland 

Cincinnati 

Number of families 

218,519 

144,622 

Circulation 8 magazines 

162,814 

87,420 

Families per magazine 

1 34 

1 65 

Ratio of magazines to United States 

1 39 

1 12 

Number of income-tax returns 

63,566 

65,307 

Families per 100 tax return 

348 

221 

Ratio of tax returns to United States 

1 05 

1 62 

Automobile registrations 

108,905 

36,185 

Families per 100 automobiles 

200 

399 

Ratio of automobiles to United States 

1 1 12 

57 
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Of the above figures the number of income-tax returns is the 
most significant in revealing the ability to buy. With only 
three-fourths as much population, Cincinnati has a larger number 
than Clevelard. In the former city, there are 10 for each 22 
families; in the latter, 10 for each 35 families, or about 63 per cent 
as good a showing. But with magazines and automobiles, which 
indicate money spent, Cleveland has a long lead, 1 automobile for 
each 2 families, while Cincinnati has only 1 for each 4 families. 
While each 134 families of Cleveland buy 100 magazines, in 
Cincinnati it takes 165 families to buy the same number Here 
is a striking difference between ability to buy and willingness 
to buy. 

To return to the ideal requirements for an index, it may be 
pointed out that from among the readily available statistics the 
following offer possibilities in considering buying ability: 

Xativo nliite or preferably literate population. 

Number of ineoine-tax returns 

Number of homes o^^ned 

Number of home telephones in use. 

Assessed value of real estate. 

Number of lutomobile rcRistrations. 

Amount of fire msuiaiiee m effeet. 

\mouiit of life insiiiauce in effeet. 

Rent paid by tamilies 

The idea of considering ability to buy as well as actual buying is 
that sales-jiromotiori efforts may be highly resultful in a district of 
wealth, even tbougli that district has a very great habit of thrift. 
Sales potential need not in'ces.sariK be a practical guide in making 
sales quotas, \^hile it is altogether logical to use potential in 
apportioning the advertising budget to diffenmt districts. 

Tlie inclination to buy is perhayis host reflected in sales actually 
made. It is assumed that where people have bought liberally 
before, they will continue to buy in the same way. This is not 
always the case although extremely thrifty people can be 
depended on to continue as limited buyers. With those inclined 
to spend all they make, a radical change in business conditions 
may force a seveie curtailment in buying, while with those who 
are well financed but frugal, the plane of living will be little 
affected by ordinary fluctuations in business. The following are 
suggested as being typical fields for which statistics are easily 
available: 
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Magazine and newspaper circulation. 

Retail sales. 

New automobile sales. 

Number of dentists. 

Theater attendance. 

Business conditions, which fluctuate from year to year or even 
from we(ik to week, are reflected among other things by 

Bank debits. 

Carloadings. 

Sale of electric Current- 

Sale of postage stamps. 

Bank clearings. 

Transactions on the stock exchanges. 

Machine-tool sales. 

The idea here is to compare a period of time, as a given month, 
with th(* same month in other years. By selecting a factor which 
represents each of three stated conditions, it is possible to arrive at 
a conclusion that will approximate results. It substitutes a rough 
measuremcMit for guessing. By careful estimating, in which the 
mark(‘1 ind(‘x plays such an important part, a sales manager is in a 
position to anticipate conditions for some time in advance. He 
can avoid serious overstocking, or, equally serious, understock¬ 
ing. So also he can govern his promotion efforts to meet economic 
conditions that so widely aff(‘ct business. 

A Three-factor Index. —Suppose an index is required for a low- 
priced automobile. Income-tax returns may be taken as one 
factor, representing ability to buy; automobile registrations as 
inclination to buy. Those who have bought cars will continue 
to buy, it may be assumed, unless the economic pressure becomes 
too great. 

Suppose Texas and New Jersey are taken as sample territories. 
Texas has 0.047 of the passenger cars of the country and makes 
0.02() of the income-tax returns. Suppose that businc.ss condi¬ 
tions in Texas are represented as 0.90 compared with the whole 
country. In the sale of new cars this state’s quota would be 
calculated as follows: 0.047 + 0.026 = 0.073; 0.073 -=- 2 = 
0.0365. From this it appears that if business conditions were 
normal, and a manufacturer was producing 10,000 automobiles, he 
might expect to sell 365 in Texas. But as we have assumed that 

^ Federal Reserve Bulletin, Dun's Review, Wall Street Journal, and similar 
publications supply a wealth of this material. 
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business conditions there are 10 per cent below normal, the index 
should be corrected and is 0.0365 X .9 = 0.03285. The number 
of cars apportioned to the dealers of the state would be 0.03285 X 
10,000 (the total number available), or 328.^ 

It might be urged that inasmuch as an automobile is under con¬ 
sideration and as registration figures are available, why should not 
Texas be given a quota in proportion to ears already bought? 
Sales of new cars are being considered and this stare does not take 
0.047 of new cars. The number of automobiles in Texas from 10 
to 15 years old is abnormally large. While these all count on 
the registration list, they do not make a very promising group bf 
prospective buyers of new automobiles. This is the kind of 
influence in buying that usually requires field investigation. 
Market analyses made from desk studies almost invariably trip 
over some condition that cannot be found in. nrords. 

New Jersey presents a v(‘ry different ])roblein. It has about 
0.045 of the country's automobile registrations, and makes 0.056 
of the income-tax reports. AsMime also that business cemditions 
favor this industrial state to the extent of 10 per cent above the 
average for the United States. The problem then is solved in the 
same way: 0.045 + 0.056 = 0.101; 0.101 2 = 0.0505. Then 

add one-tenth of this and we have 0.0555. Therefore we should 
expc'ct New Jersey to take 555 of th'^ new automobihvs. This is a 
far different and more accurate result than if new sales had 
been based on legistrations alone, which would liave given Texas 
470 and New Jersey 450. Instead it is 328 to 555. 

Factors for Index Analyzed. —Since the three business censuses, 
retail sales are commonly used as the one and only element for 
evaluating markets. For many products this may prove highly 

^ For those who are disturbed by this seeminRly unorthodox way of 
“adding unlike numbers” and ”averaging pereontages,” the following 
explanatioiib may be made. Assume that new automobiles will be sold in 
proportion to automobile registrations, then 4.7 per cent of the new auto¬ 
mobiles will go to Texas, as it has 4.7 per cent of registrations. Another 
assumption is that the new automobiles will be distributed in proportion to 
the number of income-tax returns, then Texas would be expected to take 
2.6 per cent of the output. Under the first estimate, Texas would be 
apportioned 470 automobiles; under the second, 260. An average of thesi* 
two apportionments is 365. The logic of this is elementary. If other fac¬ 
tors were to be used in the index, such as magazine circulation, retail sales, 
savings deposits, etc., the methods and the logic would still be the same 
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satisfactory, but for apportioning the advertising budget and for 
balancing between urban and rural markets it is not reliable. A 
family in one of the large cities with an income of S2,000 a year is 
not a prospect for more than the ban^ lu'cessities. On the other 
hand, a farmer in an agricultural district with a cash income of 
$2,000 is r(‘gard('d as “well-do-do.He will luuc* tw^o or three 
automobiles, a radio, and otluT home luxuries. He and his wife 
will probably s])(‘nd the cold winter months wina-e the climate is 
more salubrious. 

Th(‘se are sonic* of the things that account for the difiference: 
the city family turns over from one-fourth to one-third of its 
income for rent. \>g(‘tallies, fruit, and dairy and poultry prod¬ 
ucts represent another large* slice* eif the*ir ine'eime. The rural 
family may provide those at so little ceist that it is neiminal. 
There will be* no re*nt for a jilace to live. If it is a one-crop farm, 
and these fooels are also bought, the‘y will e‘ost only about oni'- 
third as mue*h as in the* eitie‘s. l^iggs se*!! at 12 e-ents a deize*!! 
through country districts, vvhe*n th(*y are* 2S to 115 c(‘nts in cities. 
This is typical. Such incidc'iital e*xpe*nse‘s as carfare* and lunches 
for those working and for the* cluldre*n at seiiool are* not part of 
the farmer’s re'gular and unavoidable* eeutgo. (iothe*s and, par¬ 
ticularly, laundry bills are* much le*ss on farms. Couse'epieaitly 
per capita retail sale*s in rural districts often look abnormally 
small. 

All the*se‘ things bought in stores in the cities at mue*h higher 
price*s than the‘y cost in rural elistricts lu'lp to make* a geiod show¬ 
ing for re-tail sale*s, but they take much of the* nieme'y that might 
otherwise be available for things in the luxuiy class. 'Jlie- fact 
that thenisands (jf familie*s have* to spe*nel more* than 30 per ce-nt of 
the*ir income for food and 25 ))e*r cent to 35 pe*r e-e-nt for rent is an 
indicatiem that the*y arc not prospe*cts for sterling silvei*, Venetian 
blinds, e*ncyclope‘dias, or pleasure trips. 

The*n there* is the tendency to go te) larger cjities for the more 
expensive shopping items, like fur coats, heavy furniture, jewelry, 
imported rugs, and other luxurie*s. In so far as advertising is con¬ 
cerned, the sale may be originale*d in the home, but the actual 
transaction may be consummated in a city store 100 miles or more 
distant. 

The same conditions tend to make income-tax returns* too 
heavy in the urban districts as compared with the rural. On the 
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other hand, automobiles are much more numerous in the country 
than in cities and if taken as an index factor are too heavy in farm 
districts. For example, Kansas has approximately as many 
automobiles as families. 

As stated above, it has been common practice to add the value 
of farm products, the value of ores and other minerals taken from 
mines, the value of fish sold at wholesale, and the value added to 
manufactured products by processing, and assume that the total 
is the income of the political division under consideration. The 
difficulty of this is that on many large-scale operations, like flour 
milling, a small crew of men can handle an immense amount of 
grain and flour. The 'S^ahie added by manufacturer” in this 
case is due to the milling plant rather than to the labor. The men 
who own the mill may live many miles away from it. That is also 
true to an even larger extent with mining. Gila County of 
Arizona is commonly rated as one of the rich counties of the 
country on the basis of having a large per capita income, which 
results from mining proceeds. As a matter of fact, the mine 
owners are primarily nonresidents, and, when the division of 
money between the laborers and the mine owners is shown, the 
amount available for spending by re.sidrnts of the county is so 
reduced that Gila County drops to a second- or third-rate market. 
Similar conditions prevail in the fishing industry and to a less 
extent in agricultur(3, especially when^ most of the farming is done 
by renters. In general the attempt of the Federal census to 
show incoim* has not ]#een very siuM-essful The attempt to sliow 
”average wealth” was so inaccurate and misleading that it has 
been dropped from the census reports. 

The number of home telephones is sometimes used as a factor in 
making a market index. Evidently those who have telephones, 
like tho^e who have charge accounts at the leading stores, consti¬ 
tute a group which makes valuable customers. But it is heavily 
loaded in the urban districts. ”Party lines” in the rural districts 
are essential, and, when the number on one line iiHTcases to six or 
eight, it is less serviceable. Furthermore, construction costs are 
much higher than where population is denser. This is partly 
offset in cities, as many apartment houses provide a single trunk 
line with extensions to the different apartments. Thus one 
listed '^home 'phone” may represent many families. Finally, the 
number of telephones per 100 families varies unaccountably. 
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For the country as a whole it is 40; in Philadelphia, 42; New 
York City, 50; Albany, 66; and Los Angeles, 75. Where tele¬ 
phone receipts are available they seem to offer a suitable factor in 
computing an index for many products. A comparison of tele¬ 
phone receipts of one year with those of another also gives a 
definite indication of business activity. 

The number of automobile registrations, as mentioned above, is 
often used in preparing an index. This tends to overemphasize 
the rural districts, even when only passenger cars are considered. 
For example, in Kansas, a predominantly rural state, there are 
294 to each 1,000 inhabitants; in New York there are 185; in 
Rhode Island, 217; and in Massachusetts, 184. The sale of new 
cars might be more accurate for some products, but these data 
are not always available except at considerable expense, par¬ 
ticularly for counties. It should be emphatically impressed upon 
the amateur analyst that the smaller the area for which data are 
taken, the more accurate the index will be. Possibly a combina¬ 
tion of automobile registrations and retail sales might work out 
satisfactorily. Income-tax returns have been used in combina¬ 
tion with automobile registrations with satisfactory results. The 
number of income-tax returns is so small when contrasted with 
the number of automobiles that in small areas it may not be 
representative. 

Magazine circulation, when a considerable number of maga¬ 
zines are used, makes a very satisfactory index for articles of small 
price and wide distribution. If farm papers are also included, 
it is possible to work out a highly representative index founded on 
circulation. The difficulty here is in making a judicious selec¬ 
tion. Some magazines have their circulations restricted almost 
wholly to cities. Esquire, Harper^s Bazaar, The New Yorker, 
and most of the class’' magazines have few readers outside the 
cities. In adding farm-paper circulation, it is extremely difficult 
to know when there is just enough to make the list representative. 

The idea of multiplying the number of factors “in order to 
have everybody covered” docs not appeal to the authors. It 
seems to them to violate the fundamental idea of the index, which 
is that the proportion of a population which buys any article of 
luxury will buy some other luxury in about the same proportion. 
Of course there are exceptions in both directions. Some people 
indulge in favored articles out of their class. Mechanics like to 
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have good watches and commonly make sacrifices to get them. 
Musicians will sometimes skimp on food and clothing to save for a 
quality piano or violin. On the other hand, some people of 
wealth habitually buy goods of lower quality than would be 
expected. The authors know a man of such substantial income 
that he would be expected to own two or three automobiles, but 
be does not own any. Another wealthy man lives in a five-room 
house and keeps no servants. Still another—the head of a well- 
known corporation—is said to set $2.50 for the top price he will 
pay for shirts. Many others buy out of their class, some spend¬ 
ing more for their favorite product, while others j)ay far less 
than the average for their class. However, it has been found that 
with few exceptions they “wash out“ or come so nearly to an 
average that they make only a negligible error in the computed 
result, as their number is so small. 

Field Investigations Necessary. —If any district does not con¬ 
form to the theoretical result, it is far iviser to investigate than to 
despair of the method of estimate. Of course no index will be 
perfect, but one that is well constructed will give estimates so 
much more accurate than any other known method of gauging a 
market, short of actual counting, that it is a valuable tool in 
almost every sales office. 

Such variations as LaGrange County, Ind., should be expected. 
It is one of the richest counties in the country which is strictly 
rural. Yet both life and fire insurance are very low. Magazine 
circulation is almost nonexistent, e.speoially for fiction magazines 
The sale of j ’^welry is restricted to plain silver watches, unorna 
mented clocks, and tableware. The explanation is that most of 
the people belong to the Mennonite Church and do not believe in 
carrying insurance, reading fiction, or possessing articles of decora¬ 
tive value. 

More than half of the census population of Dannemora, N. Y., 
is in the State\s prison there. El Paso, Tex., has four Mexicans in 
each ten of its population. The district of Washington west of 
the Olympic Mountains commonly has rainlall on about 250 days 
each year, while in Preston, Ariz., a hotel once advertis(‘d that it 
made no charge to guests on rainy days. As it rained only four to 
six times a year, and some years not at all, the offer was not so 
generous as it appeared. San Francisco and Sacramento arc only 
90 miles apart, yet women wear fur coats the year round in the 
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former, and a long, hot summer in the latter makes any coat a 
burden. Loss from lightning or windstorms is practically 
unknown from San Diego, Calif., to Bellingham, Wash. In the 
northern states it takes about three tons of hay to feed a row 
during the winter, while cows forage for their feed all winter along 
the coast of the Gulf of Mexico, yet thousands of gallons of fluid 
milk are sent daily from New York state to such cities as Jackson¬ 
ville and St. Augustine during the winter months. Whether 
water is *‘hard” or “soft” very definitely affects the kinds and 
quantities of soap used, and the areas where each type of water 
prevails are extensive. These are just a few of the many different 
local conditions that affect markets. 

Sometimes it is impossible to get an accurate index. This 
tends to be true of style goods, especially those in th(' natun' of a 
fad. Cigarette holders, walking sticks, spats, and a large number 
of industrial products are of this class. 

Again there seems to be a plethora of good index material. 
The owner of a chain of gas stations can take the sale of gasoline, 
the mileage of hard-surfaced roads, or the number of automobiles, 
or a combination of them. Perha])s non(‘ wnuld be accurate, as 
the tourist travel in some districts is so much more extensive than 
others. 

The consideration of trading areas and of establishing district 
sales ofTices and war('hous(‘s is logically a part of market analysis, 
but as this involves detailed consideration at some length, for the 
convenience of the reader it is discussc'd in a separate chapter. 
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CHAPTER V 


PoKcies with Distributors 


Establishing Policies. —Whatever channels of distribution are 
followed, there are certain definite programs that should be formed 
and carefully adhered to. If one is to sell for cash, there should 
be no exceptions, or the rules governing permissible exceptions 
should be so plainly stated that concessions would be granted 
automatically and to all similarly situated. In other words, the 
establishment of a policy means the adoption of a program which 
is not to be deviated from, except for unusual reasons with the 
executives* approval. 

In the following paragraphs a number of different policies are 
discussed at length. It is possible that in an extended territory a 
large manufacturer might want to follow different policies. That, 
however, would be an exception, and such an arrangement would 
have to be adopted only under circumstances which make it 
imperative. 

In the discussion of the following policies, it is assumed that 
they apply to different channels, whether selling to wholesaler or 
to dealer or to the consuming pubhe. The exclusive agency has 
certain definite restrictions, and, if it can be used successfully, the 
contracts under which it operates should be drawn with such care 
as to provide for all ordinary contingencies. Once this contract 
is adopted, it should be of standard form and there should be 
no variations, except those specifically provided in the general 
instructions. That statement also should be applied to the other 
policies which are discussed. 

Where more than one channel of distribution is employed, it is 
difficult, but by no means impossible, to follow a uniform policy. 
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As an example, the International Silver Company employs mixed 
channels. It sells direct to hotels, steamship lines, dining-car 
services, etc., to large jewelers, and to wholesalers. By limiting 
the size of orders from each source, it is possible to fix a uniform 
classification and establish a definite policy. 

Nature of an Exclusive Agency. —Sometimes a producer finds 
it advantageous to turn over the distribution of his products to a 
single firm. This may be either a wholesaler covering a region or 
a retailer who caters to a shopping area. It is evident that, with 
most products, this restricts sales. On the other hand, by per¬ 
mitting one firm to be the sole representative, a degree of coopera¬ 
tion and vigorous sales promotion is obtained which no distributor 
could be expected to make if some of his competitors were able to 
share in the business he was able to develop. 

Where a wholesaler is given an exclusive agency, he usually 
extends the same privileges to his customers; that is, he will sell to 
only one or a limited number of retailers in one city. Where the 
city is large and one retailer would scarcely hope to reach a 
majority of the buyers, it is common to issue what is sometimes 
called a joint exclusive agency. In a large city there might be 
four or five different stores each handling the product, but not 
in the same shopping areas and therefore not directly competing 
with each other. This plan is followed both by manufacturers 
and by wholesalers in extending excluwsive agencies. 

When a wholesaler or retailer takes the whole output of a 
factory and sells it under the distributor's brand, there is nothing 
that resembles an agency. But when a producer permits a 
product bearing his brand to be sold exclusively in one district 
by one or more distributors and refuses to sell others in that 
trading area, the relationship somewhat resembles that of prin¬ 
cipal-agent, as with the sales agent. 

Where a manufacturer has many products, as office supplies 
and appliances, he may permit the supplies to be sold in the open 
market, while the sale of the appliances is restricted to a chosen 
distributor who is best equipped to demonstrate, sell, and 
service them. Occasionally there may be two or more appliances 
which are entrusted one to each distributor. 

Exclusive agencies are freely given by those manufacturers 
whoso capital is so limited that they are unable adequately to 
finance an advertising campaign or other sales promotion. They 
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may have enough money to buy necessary materials and meet 
pay rolls to start operations, but cannot make an investment to 
establish a market. If the product is one of real merit, which 
can be appreciated without expensive educational work, some¬ 
times a large department store, chain store, or wholesaler may 
take it on. In such a case the distributor naturally wants to be 
assured that after he has created a market it will not be taken 
away from him. He will ask for a long-term contract, in which 
the decision to renew will rest with him. He may want to sell 
under his label rather than the maker’s trade-mark. In his 
extremity, the manufacturer may find it to his advantage to 
accept such an exacting contract, but if he does so, he should 
see to it that the territory is definitely limited. If he is dealing 
with a chain which covers much territory, he should insist on a 
shorter term of contract, or the inclusion of such a clause as 
“after two years, either party may terminate this contract by 
giving sixty days’ notice.” The idea is that he should not be 
so bound that he would be incapable of extending his market to 
keep up with his production capacity. In one such contract 
there was a provision which permitted the manufacturer to 
establish new outlets if the distributor was not able to sell the 
whole output, but in all events he was to be given the refusal 
of the goods produced before they were offered to someone else. 

At one time. Holeproof Hosiery granted exclusive agencies 
even in the largest cities, but, as the business grew and the 
advertising was extended, the exclusive contracts were not 
renewed. A local chain of stores in New York which had the 
franchise refused to handle the Holeproof line after it was opened 
to the market. Other sources of supply proved inadequate and 
unsatisfactory and so many customers refused to buy substitutes 
that the stores were glad to restock the Holeproof line. That is 
about what is to be expected if the manufacturer becomes an 
extensive national advertiser. 

General Exclusive-agency Contracts. —If an exclusive agency 
is to be granted for a product, the manufacturer should be 
assured of some form of compensation for giving his distributor 
the exclusive sale. Sometimes the contracts making such pro¬ 
visions are loose and verbal, being merely an understanding that 
while sales are satisfactory no other store will be permitted to 
sell the product. The more careful manufacturers provide a 
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written contract. Sometimes these contracts are made out in 
great length and with meticulous detail. More will be said of 
this later. 

It is good business for a manufacturer, when be extends an 
exclusive agency to a wholesaler or retailer, to have a very definite 
understanding as to just what he is to get for permitting a 
monopoly in the sale of his product. It is not enough merely 
to be assured that the firm will “push^' his products. A mini¬ 
mum stock should be maintained and a limited volume of sales 
by the year or semiannually should be required. Some auto¬ 
mobile companies make a monthly quota. Nasn also required 
a minimum capital of $75,000. Sometimes the contract also 
provides for excluding competing brands; however, such con¬ 
tracts have been under the ban of the Federal Trade Commission. 
The terms of sale, including price, may also be mentioned, if the 
state or slates in which ihe business is conducted have the 
so-called ‘‘fair-tradelaws. In other states contracting for a 
resale price is still illegal. 

If the distributor is to be depended upon for a definite amount 
of advertising, this should be specified. Who is to write the 
copy? Or is the copy to be submitted to the manufacturer 
before being published? If the manufacture and retailer share 
in the (‘xpense of the advertising, this should also be definitely 
arranged. If the manufacturer is going to supply catalogues or 
literature for the distributor to pass out, the quantity and 
frequency should be specified. 

Some exclusive-agency contracts do not provide for a definite 
period of time. They are left with the understanding that either 
side may terminate the agreement by giving adequate notice. 
Where the distributor exerts considerable effort in building up 
business, he naturally wants the terms of contract to be as long 
as possible. If the manufacturer is contemplating aggres-ive 
advertising and looking forward to an extensive market, he will 
want to restrict Lhc period for which exclusive rights are granted. 
If the distribute" is the sole proprietor of a business, or if the 
organization is very small and one man is particularly well fitted 
to act as a representative, the contract should provide that in 
case of death or change in personnel the contract would be 
automatically canceled. This does not mean that the successor 
could not continue with the exclusive agency but that the 
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manufacturer would retain the privilege of deciding whether he 
wants to continue the arrangement. The manufacturer should 
avoid being placed in an unfortunate position which would 
require him to continue a relationship regardless of the manage¬ 
ment of the business. 

Contracts Which Cover Details. —Probably the contracts under 
which automobiles are handled are the most exacting of any in 
the field of general merchandise. One of these contracts provides 
for the following: 

1. The appointment is for a definite location and that loca¬ 
tion may not be changed without the consent of the manufacturer. 

2. The manufacturer specifically reserves the right to appoint 
other agents in the same city. He reserves the right to sell to 
the municipality and all of its subdivisions, and the dealer is 
required to turn over to the manufacturer all inquiries he has 
for automotive equipment from the city or its subdivisions. 

3. The dealer agrees to keep on hand a specified number of 
cars and trucks for display. This, of course, varies with the size 
of the city. The display room and its equipment and the way 
it is maintained must be satisfactory to the manufacturer. 

4. The distributor agrees to return all advertising signs, includ¬ 
ing the agency sign, immediately upon the cancellation of the 
contract. All other advertising matter is included. 

5. He will make a careful survey of prospects and report the 
probable sale of cars for a year in advance. 

6. The manufacturer does not specifically state that he will 
agree to provide the full number of automobiles the distributor 
anticipates he will need. However, the dealer is given the 
privilege of reducing his estimates if circumstances make it 
desirable. 

7. The manufacturer cannot be held in any way responsible 
for delay in shipment of automobiles. 

8. The rate of discounts are fixed in this paragraph. 

9. Methods of payment of inventories are given in detail. 
This is for parts. The cars are to be paid for on delivery. 

In all, there are 25 provisions. One of these is that the 
contract may be canceled on 30 days’ notice by either party. 
Another is that no opening may be allowed in the wall between 
the repair shop, or the room where parts are kept, and the dis¬ 
play room; the psychology of this was that, if the prospective 
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buyer could see a number of cars in for repairs or reconditioning 
he would be dissuaded from buying. Other provisions covered 
the use of the manufacturer’s name in advertising, what consti¬ 
tutes a stock of replacement parts, allowances permissible—or 
recommended—for cars traded in, etc. Tiiese provisions are 
reviewed as suggestive for a contract covering a general 
exclusive agency. 

Advantages and Disadvantages of Exclusive Agencies.— There 
are obvious ad\antages to this kind of exclusive arrangement on 
both sides, but it often happens that what is consid^^red an advan¬ 
tage at one time may be a disadvantage later on. WIk'ii a 
manufacturer brings out a new product, no matter how deserving 
it may be, the effort in introducing it to th(‘ jinblic is expected 
to be considerable. If this producer is not well financed, it may 
be essential that he make sacrifices to his distributors to ensure 
the utmost cooperation. As the biisinc'ss grows and the sales 
become more numerous, and as the financial position of the 
manufacturer improves, he may feel that, howev(‘r diligent his 
distributors have been in promoting Imsiness, the n‘stricted sale 
reacts to limit the number of customers he can muster. In 
that case, he will look to the gradual elimination of the exclusive 
arrangements. 

The distributor may be equally pleasi'd at the opportunity to 
get a new product or a new brand of merchandise which his 
customers will not be able to find elsewhere. This is expected 
to ensure permanency of patronage and jirovide opportunity 
for aggressive sales promotion. Further, the margin of profit 
on goods sold under such an arrangement will, of course, be 
satisfactory, or the distributor would not enter into the contract. 
As stated above, the sale to consumers is usually the combined 
effort of the manufacturer and the distributors, particularly the 
retailer. The closer that these two firms can work togetluT, the 
surer will be the success of their sales efforts. The exclusive 
agency provides foi making arrangements in which each party 
becomes intimately familiar with the problems and resources 
of the other. Credit relations are sure to be satisfactory, and 
selling is reduced to its simplest form for the manufacturer. 
Salesmen may be eliminated in many instances after the definite 
arrangement is made. In any case, the salesman will be sun* 
of the business, and it is not a matter of meeting competition in 
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either price or service. Of course, the arrangement must be 
such that competing firms will not have an advantage. No 
products are sold wholly without competition. Cooperative 
sales promotion under exclusive-agency relations is discussed in 
another paragraph. 

The above paragraph pictures the best side of the exclusive- 
agency arrangement. Sometimes a large store is willing to put 
in a minimum stock to secure the agency, expecting to let it lie 
but keeping it from going to competitors. Again, after an 
exclusive agency has been in (‘ffect for a long time, the distributor 
resents any effort of the manufacturer to permit others to handle 
the product in his territory. Not infrequently th(' one holding 
an exclusive agency has thrown the items out wlitm compelled to 
share his shopping area with others. 

One manufacturer of a popular sweater sold through exclusive 
agencies. The second season, after the brand was established 
and proved popular, th(' manufactunu' sent his salesmen to 
competitors of the established agencies and offered to let them 
stock the same sweaters, if they would renu)V(‘ the trade-mark 
before offering them for sale. But they wen^ permitted to ivW 
customers of the origin of the sweaters and to represent them to 
be the same exc(‘pt for the brand. It is a satisfaction to report 
that that manufacturer became involved in so much litigation 
that he was forced into bankruptcy. 

In contrast with this was the contract for the exclusive sale of 
Mallory hats by Saks 34th Street store in New York (hty. After 
the manufacturer started national advertising, lu' gav(' notice 
that in future Mallory hats would be sold in the opcui market. 
The store executivexs naturally wen* not pleased with the new' 
arrangement but made the best of it. They re(iu(\sted that they 
be notified in advance of the exact date wlien new sjiring and 
fall styles would first be announced, then liberal newspaper 
space, on the same day, announced that a full assortment of 
Mallory hats was on exhibition at Saks. The nvsult was that the 
store continued to sell as many as in previous years, and new 
dealers also turned in generous orders. 

Types of Merchandise Sold by Exclusive Agencies. —There 
are some types of merchandise, like pianos, automobiles, and 
home refrigerators, that are so definitely of a type to be sold by 
exclusive agencies that there is no question about them. Other 
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items, like cigarettes (except a few imported), chewing gum, 
candy mints, laundry soap, and a host of other staples arc so 
definitely of a popular nature that any attempt to establish 
exclusive agencies would not be considered. 

To continue the list of merchandise for which exclusive agencies 
are preferred, the following may be mentioned as types which 
are almost universally so distributed: 


1. Produfta of large unit value. 

2. Produets uquinng spenally trained men for sollmg. Particularly is 
this true with goods like vacuum cleaners, which must bf‘ dcmoiislrated in 
order to sell. 

3. Maniifarturers’ lines which are complete in themselves, such as paints 
and varni‘^hcs. 

4. Style and other goods sold through exclusive shops. 

5. Products that require installation and a stock of replacement parts. 


Specifically, the following are usually sold by exclusive contract: 


Oil burners. 

Farm machinery. 
Furniture 
Men's clothing. 
Women’s clothing. 


Shoes. 

Pianos. 

Sporting goods. 

Autoiiiobiles, accessories, and supplies. 


'’file policy for radios has varied from time to time. At this 
writing, it is (piite the common practice for a d(‘aler to handle 
many different makes. With the following products, the tend¬ 
ency is to exclusive agencies, although tlu're art‘ many exceptions, 
Mich as paints and varnishes. Established lines are usually in 
this class, but the specialties are more often sold in the open 
market. 


Heating .stoves and ranges, 
flou.sehold appliances. 

FJlectrical supplies. 

Higher-priced watches. 

With the follov'ing goods, the exclusive agency is the exception: 

Ihiilding material^., except articles that are sold under a patent, such as 
Bcaverboard. 

Grocery specialties. 

Drug sundries. 

Toilet preparations. 

Hosiery. 

Jewehy, including clocks and low-priced watches 
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Office supplies. 

Stationer\, liooks. 

Open markets are usual for notions and novelties distributed 
through rh(' limitf'd-price variety stores, food, drug and hardware 
staples, and all bulk and unbranded merchandise. However, 
there are so many exceptions that it is very difficult to give a 
classification and this one is offered rather as being of suggestive* 
value* than to make an absolute listing. Occasionally, a manu¬ 
facturer will sell in the open market wh(*rc he has the best dis¬ 
tribution, and ill the distant te*rritories, where his sal(*smen do not 
call frequently, he will grant exclusive ag(*ncies; this will mean 
less freciuciit \ isils by salesmen and more orders sent in through 
the mails. 

Exclusive Agents as Chains. —At the time this is written, the 
state of Colorado is holding many exclusive agents within its 
jurisdiction to be chains. This particularly apj)lies to the auto¬ 
mobile busim‘ss, hut apparently may he extc'iided to any store 
which hears the name, in whole or in part, of the manufacturer; 
for example, the “Gamble Store Agency^' was held to be a part 
of the Gamhle-Skogmo chain, even though the contract spi*- 
cifically |)rovided that 

the retailer is an independent merchant ^^ll() does and sliall during the 
entire term of this contract, solely own, control and manage and super¬ 
vise his own store. 

Following (his, in conclusion, is this paragraph; 

(/) In consideration of the agreement herein contained, the retailer 
gives to the A\\\o\esaler upon the termination of this agreement by cancel¬ 
lation, by either party, or otherwise, an option to buy from the retailer 
witliin thirty days after such termination of the contract, all salable 
merchandise purchased from the wholesaler at the wholesaler’s current 
wholesale selling prices of such products and also an option to purchase 
any or all of the fixtures in the retailer’s store at the current replacement 
cost tliereof, less reasonable depreciation ; and an option to take over the 
unexpircfl term of any existing leases covering the store building in which 
the retailer does business at the time of such termination. In case of 
exercising such last option, the retailer agrees to sign over to the whole¬ 
saler or to whomsoever he directs, any such lease or leases. 

This law has been upheld by the Supreme Court of Colorado 
and, acting under this decision, the state is attempting to collect 
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taxes from the automobile manufacturers whose contracts with 
their agents are extremely like that of the Gamble-Skogmo stores 
just mentioned. Indeed, a rough comparison would make it 
seem that the Gamble-Skogmo store contracts are patterned 
after some of the automobile sales contracts. 

In attempting to tax chains, this state, and perhaps others, 
seems to have overreached its aim, for if all the automobile 
agencies are to be taxed and then other stores which also act as 
exclusive agencies are to be involved, the chain-store-tax law 
will become oppressive, perhaps to the point where it will drive 
many firms out of the state. 

Whether voluntary chains, particularly those of the Independ¬ 
ent Grocers’ Alliance, may also be held to be chains and so 
subject to the tax remains to be seen. The particular clause 
in the enactment under which action is brought reads in part 
as follows: 

. . . to apply to every person, firm, incorporation, or copartnership 
domestic or foreign, which is controlled or held with others by majority 
of stock ownership or ultimately controlled or directed by one management 
or association of ultimate management. 

Evidently the cases will turn on the question of what is ultimate 
control or direction. Some of the voluntary chains, particularly 
the one named, do exercise a considerable amount of direction 
and control. It will be noted that ‘^associations” are included 
as w(dl as incorj)oration.s 

The rat(\s of tax in Colorado are 


1 store 
2 4 stores 
4-S stores 
8-15 stonvs 
15 21 stores 
24 and more stores 


$2 a year 

10 a year for eaeh additional store 
50 a year for eaeh additional store 
150 a year for each additional store 
200 a year for each additional store 
300 a year for each additional store 


According to the Louisiana law the tax is levied upon the total 
number of stoics in the chain wherever located; that is, if there 
are 1,500 stores included in the chain, and only 5 of them are in 
Louisiana, the rate for each will be the same as if the whole 
number were in that state. 

There are said to be 19 states which have laws so similar to 
that of Colorado that if this state is successful in collecting the 
taxes, the others will probably proceed to make collections. 
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Selling on Contract to Dealers. —Reference was made above 
to the method which is employed in selling men’s suits to retail¬ 
ers, that is, the contract system. This is a great advantage to 
the manufacturer and also provides an economy to the public. 
It is apparent that, when a manufacturer secures definite orders 
before he starts making up the finished goods, he will shift most 
of the responsibility of making the right selections to the dis¬ 
tributors. If a clothier does not order different sizes in the 
quantities that will sell, if his choice of colors is not good, he will 
pay for his lack of judgment in the number of leftovers for w^hich 
he will have to take a markdown. As he is so much closer to his 
customers than the manufacturer, he is in a better position to 
assume such risks. The economic effect in the aggregate is good. 
If the manufacturer had to stand the loss on unwanted garments, 
his operating costs would of necessity increase, and all would pay 
more for their clothes. While the retailer also must protect 
himself against losses from leftovers, he knows his trade so well 
that the aggregate loss will be less to the retailers than if manu¬ 
facturers, less advantageously situated for determining the extent 
of the consumer market, had to assume it all. Further, the 
retailer can dispose of unpopular merchandise, one item at a 
time, with less sacrifice tlian the manufacturer would have to 
make when selling in quantities. 

The great canners off(‘r inducements to get retailers to place 
their orders well ahead of I he .season. This is Ihe surest way to 
get accurate information about the carry-over and the probable 
demand. But, inasmuch as the canners sell direct to retailers 
only in a limited way, the number of advance orders is limited. 
Moreover, grocers feel that canned goods are staples and that th< 
wholesalers and canners are in a better position to know what the 
supply is going to be than they, since their vision is limited to 
local conditions. There is a wide difference between the position 
of the clothier and the grocer in placing future orders. The 
clothier can indicate sizes, colors, and styles to please his cus¬ 
tomers easier than the distant manufacturer, but the grocer’s 
acquaintance with those who come to his store does not equip 
him to forecast the sale of canned corn, tomatoes, or peas as well 
as the canner should forecast them. 

In the chapter on Industrial Marketing, the subject of selling 
on contract is discussed more fully, but only as it applies to 
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industrial goods. Under scmiconsignmeni selling the topic is 
also presented, but that is of a different nature. 

Selling under contract strictly means providing future deliveries 
for specified products at stated prices. The exclusive-agency 
contract may stipulate a minimum amount to be sold in a 
specified period of time, but, if that amount is not reached, the 
only penalty is the cancellation of the contract or agreement. 
If one is selling on contract, and the buyer does not s(‘e fit to 
accept as much as the contract calls for, a damage suit may follow 
with an assurance of collecting damag(‘S. Fixing a quota is not 
the same thing. That is more in the nature of a forecast by 
which to judg(‘ the dt^aler. If he eciuals or excet'ds his quota, he 
is a satisfactory distributor. If he fails to leach the quota, the 
only p('nalty is the* discontinuance of the agency arrangement. 

Leasing.— In the case of machines, ('sp(‘(‘iallv those* machines 
which are covered by patents and have no n(‘ar competition, it is 
a popular idea to lease instead of selling them. The United 
Shoe Machinery (^ompany is said to own the machines which 
make some 75 per c(‘nt of the shoes worn in the Unit(‘d States. 
The International Business Machines, Inc., may leasi* an even 
larger part of some of the more complicated office machiiuss. 

There are numerous advantages in leasing as compared to 
selling. It is possible, for one thing, to get a larger profit on the 
investment. The lease may be on any one of sev(‘ral terms. On 
inexpensive machines the United Shoe Machinery Ooinpan}'^ 
exacted a rental in advance which would have been a fair ])iice 
if the sale were made outright. The term of this lea^e was 
5 years, which was supposed to be the life of the machine*. If 
any part broke, the lessee was required to replace it unless it could 
be shown that the part w^as defective. If by very careful use 
the machine lasted more than the original term of the lea>e, it 
was extended at a reduced rate. 

Other advantages to the lessor were that all material used with 
the machine miisl be bought from the owner. Failure to live up 
to this part of the contract automatically canceled the lease 
and the owner kept whatever payment had been made as dam¬ 
ages. This relieved the owmer of the necessity of meeting 
competition on the supplies. Some of the oil companies have 
leased pumps to the owners of filling stations with a stipulation 
that only gasoline bought from the lessor might be sold through 
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the pump. In this case the owner had a further protection. A 
sign on the pump labeled it as a special brand of gasoline, and to 
use it to pump any other kind made the operator guilty of false 
advertising. 

Public utilities sometimes lease a meter, then charge a fee for 
installation. They have been accused of charging the full value 
of the meter plus the cost of installing it in this fee. Then they 
continue to collect a monthly rental. The telephone company 
owns the telephones. Instead of a monthly or yearly rental 
they exact a minimum charge by the month or year. That is 
supposed to be in lieu of a rental. 

Computations of the census reports will be made on machines 
leased to the government by the International Business Machines, 
Inc. Some of these are let on an operating basis, so much for a 
designated amount of work. Others are leased on a straight time 
rental. The United Shoe Machinery Company receives a 
royalty of a stated sum for each pair of shoes made on some of its 
machines. 

Vending machines are usually placed on a partnership basis. 
The owner takes part and the one who provides the location a 
smaller part, which is in the same category as leasing. This is 
also true of telephone booths placed on private properly. The 
owner of the location shares in the receipts. 

A large amount of the entertainment features of the smaller 
newspapers, including short stories, serials, cartoons, and pic¬ 
tures, is supplied by the plate houses on a rental basis. The 
publisher is charged so much for the use of the plates, which 
must be returned to the plate house. 

Professor H. R. Tosdal gives an account of a manufacturer of 
cooking gas, who was involved in an extensive lease of materials.' 
The gas was supplied for cookstoves to people who could not get 
connections with the gas mains. It was condensed under heavy 
pressure into steel tanks like those which supply carbonated gas 
to soda fountains, only much larger. An apparatus was neces¬ 
sary to regulate the pressure so that it would not vary, as that 
in the tank did. This machine was comparatively simple and 
was sold outright to the distributors and by them to the house¬ 
holder. The cylinders were owned by the company and the 

‘“Problems in Sales Management,” p. 365, McGraw-Hill Book Com¬ 
pany, Inc. 
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rental for their use was charged in with the price of the gas. As 
there was danger of competition from the great oil companies^ a 
leasing system was worked out in connection with a gas range. 
The latter was of high quality and gave maximum results with 
the gas. Many cheap stoves had been sold by dealers which 
gave poor performance and were expensive to operate and the 
gas was commonly held responsible for this. The new ranges 
were sold without profit to the dealers, who in turn sold them in 
connection with a lease for the apparatus which was necessary 
to regulate the gas flow. The installation of the stove and 
machine cost about $30. So the company was reimbursed for 
the stove and secured a sufficient rental within 9 months to pay 
for the other apparatus, which it still owned. This assured a 
continued use of its gas, for the consumer would scarcely sur¬ 
render an outfit in which he had an investment and which he 
could continue to use without further costs. 

In so far as the extent of business is concerned, the films rented 
to moving-picture houses surpass all other forms of leasing. This 
arrangement is very simple, as the films are sent for a definite 
period and are to be exhibited on specified dates. As the films 
get old, and pass from first-class to second-class and ultimately 
to third-class houses, the price is reduced. 

The above by no means cover all the types of leasing commonly 
used by machine manufacturers, but they represent a sufficient 
variety to be illustrative of most forms of contracts. 

It is not supposed that a leased machine will be given the same 
care as one that is owned. Where the rental practically amounts 
to the full value the lessor has no worry about that, but it still 
behooves him to see that discarded apparatus is returned for 
repair or junking and so kept off the market. 

Selling on Consignment.—Consignment is a very much dis¬ 
cussed method of distribution. It is commonly called the 
weakest of all selling methods for a manufacturer. That, how¬ 
ever, should be taken with liberal allowances. Both General 
Electric and Westinghouse sell electric lamps on a consignment 
basis. They find this practical and profitable, even with the base 
number of outlets and the immense amount of capital required 
to stock all these distributors. 

One of the reasons for consignment selling has been that it 
gave the manufacturer absolute control over his retail prices. 
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Now that the so-called “fair-trade'' laws are in such general 
effect, this is no longer regarded as the great advantage that it 
formerly was. However, it does avoid all litigation, complaints 
from dealers, and the other difficult problems that arise over 
enforcing a resale price. This kind of consignment contract is 
called an “agency consignment" contract. 

Consignment under such an agreement should not be confused 
in any way with selling through commission houses. When 
goods are sent to a commission merchant on consignment, he 
takes them over to sell und(‘r such conditions as he finds con¬ 
venient to himself. The consignor has very little control after 
his goods have gone into the hands of the commission house, and 
whatever control there may be is because of contracts made to 
cover subsequent transactions. Once a .shipment of goods is 
in the hands of the consignor, he disposes of them in any way 
which to him seems besi This is the straight consignment. In 
rare cases, the ])rice received for the goods may not equal the 
handling charges, and then the commission house bills the shipper 
for the difference. In that case, the consignor not only loses 
the goods, but in addition may have to pay for having them 
disposed of. This, of course, can happen only with perish¬ 
able goods. Fruits, vegetables, and eggs from farms or other 
country shippers are about the only ones that ever run into 
these misfortunes. 

In contrast to this, when a manufacturer places goods on con¬ 
signment under the agcncy-consignmcnt contract, he retains 
title to them until sold. He can dictate price and other condi¬ 
tions of sale. If any goods are not sold, he is expected to take 
them off the distributor’s hands without cost to the distributor. 
The advantages that are gained from this method of distribution 
are set forth in the following report from an automotive-accessory 
company. 

Advantages and Disadvantages of Consigning. —Consignment 
selling tends to increase when business is dull and sales are hard 
to make. Usually at such times dealers are not prepared 
financially to increase stocks. The tendency is to cut prices, to 
make unwarranted allowance for trade-ins, and otherwise to 
demoralize the market. In 1932 Ernst & Ernst^ found agri¬ 
cultural implements, textiles, chemical, electrical equipment, 

^ The Bulletin, published by Ernst & Ernst, Nov. 15, 1932. 
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electric-light bulbs, radio tubes, seeds, drugs, cosmetics, perfumes, 
and tobacco all sold on consignment, at least to some extent. 
Seed houses have long followed the practice of selling seeds on 
consignment. At the end of the season all unsold seeds are 
returned to the grower; this prevents old and dead seed from 
getting into the hands of customers. In the electrical field for 
years it has been the practice that motors are consigned to 
dealers. Piano and furniture manufacturers at one time widely 
practiced consignment selling but have discontinued the prac¬ 
tice. Ready-to-wear clothing manufacturers often use consign¬ 
ment selling to introduce a new model or design. 

In addition to controlling the price, where the distributor is an 
agent the manufacturer may require him to handle the consigned 
article exclusively, which may not be possible if goods are sold 
outright. The manufacturer who maintains adequate records 
has a complete knowledge of the stock on hand—both those in 
his own warehouses and those in the hands of the consignees. 
Such stock can be quickly shifted from dull to active markets. 
When new models are introduced, they can be timed perfectly 
with a campaign to clean out obsolescent stock. 

There are advantages in consignment selling for the distributor 
as well as for the manufacturer. The distributor is protected 
against price-cutting competitors and thereby is assured a fair 
profit. He can carry larger assortments and larger stocks because 
he is relieved of the burden of inventory investment. Fre¬ 
quently he is allowed exclusive selling rights in a given territory. 
He does not have to assume losses due to obsolete stocks. If 
goods are not sold, they must be returned. There are other 
advantages to the retailer, but these are outstanding. Producers 
and distributors alike are realizing that controlled merchandise 
and fair profits are preferable to unlimited, cutthroat competition, 
under which no one realizes a legitimate compensation for his 
efforts 

It should not be assumed that consignment selling represents a 
perfect method of distribution. It does not. It is limited in 
the scope of businesses wherein it has proved to be practical. 
There are many limiting complications in the practice. There 
is the possibility that distributors will take unfair advantages of 
manufacturers. There are intricate legal questions involved in 
contracts. Without proper safeguards it is entirely within the 
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realm of possibility for consignment selling to prove a boomerang 
rather than a blessing. 

Experience has shown that it is fairly easy for unscrupulous dis¬ 
tributors to manipulate consignment stocks to their own advan¬ 
tage in the event of market price changes. A rise in price has 
produced many predated sales reports. Downward movements 
of prices have revealed unusually large stocks. Jobbers’ con¬ 
signed stocks represent inventory of manufacturers; thus, manu¬ 
facturers are burdened with correspondingly heavy carrying 
costs, necessitating the maintenance of a strong bank account at 
all times. Manufacturers must assume the risk of excessive 
stocks of obsolete merchandise in the event of style changes. 
Manufacturers must conduct independent, careful checks of 
inventories of stocks in distributors’ hands to assure accuracy of 
inventory records. 

On the side of distributors there are also certain disadvantages 
in consignment selling. Upon distributors falls the rather 
intricate and cumbersome task of preparing monthly reports 
to the manufacturer showing sales, stocks on hand, and other 
pertinent data. At no time does the distributor hold title to 
goods sold on consignment. He must bear the loss of damaged 
or misplaced stock, in accordance with the terms of his indi¬ 
vidual contract. Contracts vary widely in this respect. There 
are other disadvantages for the distributor, but these serve as 
examples. 

Semiconsignment Selling. —^The courts have generally held 
that when a sale is made and the item of exchange is free from 
obligations, the purchaser may do with his property as he sees 
fit. Under the various court rulings, before the passage of the 
so-called fair-trade” laws, it was illegal for a buyer and seller 
to contract for a resale price. It amounted to a conspiracy to 
control price. An exception was a large manufacturer of cash 
registers who was restricted in the use of a product he had bought. 
He made a practice of buying machines made by a competitor and 
placing them in his show window with such a sign as, ”This piece 
of junk for S5,” when the recognized value was $100 or more. 
That was banned by the FTC as an unfair trade practice, not, 
however, as an infringement of any laws of sale. 

Regardless of court rulings, there has been and still is a tend¬ 
ency to exercise a degree of control over some branded merchan- 
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dise after it has been sold and paid for. At the present time, the 
FTC is giving attention to automobile-agency contracts which 
extend a degree of control or direction over the merchandise that 
has been bought and paid for by the agents. This is particu¬ 
larly true of parts for cars. The Commission complains: 

The practice has grown up for manufacturers to insist that their dealers 
shall not handle competing automobiles, accessories, or repair parts 
made by other mnnufacturers; in other words, that the dealer shall give 
exclusive representation to one manufacturer’s line.^ 

This agreement, is, in effect, nothing more than an agreement on the 
part of the manufacturer to permit the dealer to purchase for cash and 
to resell for cash or whatever equivalent the dealer may choose to accept, 
automobiles made by the particular manufacturer during such period 
and under such conditions as are outlined in the agreement. In other 
words, the manufacturer-dealer agreement, commonly spoken of in the 
trade as a “franchise,” merely sets out the conditions under which the 
dealer may buy and sell motor vehicles made by the manufacturer 
generally with the understanding, expressed or implied, that the dealer 
will handle exclusively the products of one manufacturer.* 

It is common practice to insert a clause in the sales contract 
that, in case the exclusive-agency relations are discontinued, 
the dealer will return the merchandise on hand to the manu¬ 
facturer, at prices duly arranged. This is very similar to selling 
on consignment so far as the manufacturer is concerned. But 
the advantages of a consignment arrangement to a dealer do not 
exist. This is true when he pays for the merchandise; if it does 
not sell, he is the loser. But if a dealer has worked up a demand 
for a product sold on consignment, he has the privilege of buying 
at least all there is on hand. The right for a manufacturer to 
dictate how the merchandise is to be sold and, if to his advantagi, 
to demand that it be returned to him, limits the distributor 
unfairly. It should be pointed out, however, that the manu¬ 
facturer makes such regulations and limitations because he 
believes them to be helpful in selling more goods. Usually the 
more a distributor sells, the more he prospers. If, and when, the 
distributor is restricted to one manufacturer’s products, at a loss 
of profit, the restriction becomes unfair. 

^ House Document, No. 468, p. 110. 

>/fet’d., p. 114. 
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Installment Selling. —Installment selling, as contrasted with 
running an account at a store, is credited to Isaac Singer along 
with the trade-in and numerous other merchandising ideas. It 
is evident that when a new product came out, such as the sewing 
machine, which was expensive, if payment could be distributed 
over a considerable period of time in small installments, both 
selling and paying for it would be made easier. The idea spread 
to other machine manufacturers, and for many years heavy 
machinery has been paid for on the installment plan. The usual 
process was for the seller to retain legal ownership of the article, 
which was turned over for use to the buyer. Then, when the last 
payment was made, a bill of sale was given. The argument was 
that it could help pay for itself. Printing machinery, the larger 
items of agricultural implements, some of the new and more 
expensive store fixtures, and many other items of considerable 
expense were sold on this basis. 

With the coming of the chain stores, which required cash 
payment for goods, there was a gradual discontinuance of the 
long-time store account. Previously, retail stores had carried 
accounts, sometimes running as long as six months before any 
payment was made, and final settlement might be almost indef¬ 
initely postponed, with the buyer merely making payments on 
account from time to time. When the store patrons had some 
heavy expenses, it meant that the store where they were accus¬ 
tomed to trade would have the financing risk; that is, a customer 
would pay nothing on account while saving money for a major 
purchase, but would continue to buy supplies on credit. This 
was one of the great influences that started installment selling. 
Another influence and perhaps the paramount one was the coming 
of the automobile. If cash had been required of every buyer of 
automobiles, the progress would have been slow indeed. Almost 
from the first it was arranged to sell automobiles on an install¬ 
ment plan of payment, and this in spite of the fact that the manu¬ 
facturer required cash on delivery when the car was turned over 
to th( dealer. For a time the banks attempted to relieve the 
dealers from this financing by taking over the dealer’s paper,” 
but the amount soon became so large that the banks were unable 
to finance these long-term loans, many of which involved more 
risk than was considered good banking procedure. With this 
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came the financing companies which have operated so extensively 
in the automobile industry. Financing companies have also 
become prevalent in many other fields. 

The general principle of selling on installment is to require a 
down payment and periodic payments at definite intervals. 
The payments are so arranged that at no time will the deteriora¬ 
tion and obsolescence be greater than the amount already paid. 
That has sfimctimes been difficult to follow, especially if the price 
of an automobile is reduced by a manufacturer after it has been 
sold to a consumer. The installment selling plan made buying 
(‘asy and attractive. In order to compete more successfully 
with those providing deferred payments, the furniture men, 
clothiers, and even building-materials and paint houses, inaugu¬ 
rated the deferred-payment contracts. It is evident that with 
building materials and paint there is no chance for n^posscssion, 
but, as most states have laws providing for mechanics’ liens which 
also include materials supplied for a building, a claim against the 
property incident to building materials and paint became a 
pre'ferred claim. Hc^nce the security was regarded as good even 
where repossession of definite articles was impossible. 

Books, magazines, musical instruments, 'md even excursion 
trips were subsequently sold on the deferred-payment plan. 
That this plan of selling is not without merit is shown by the 
fact that, during all the depression years, the failure of a financing 
company was infrequent. Indeed their record during the depres¬ 
sion was rathiT better than that of most other kinds of business. 
While there has been a considerable recession in the volume of 
sales on the partial-payment plan, the custom is still prevalent 
and of wide application. 

Retailing through Purchasing Agents.—An extensive practice 
has grown up through the years of quoting prices to institutions 
and other large consumers at considerable reductions from retail 
prices. For example, a large university in the course of a year 
buys a vast number of items; some, like electric lamps, in immense 
numbers; others, like electric refrigerators, only on occasion. 
Yet the difference in price between what the institution pays 
and what an individual buying at a regular retail store pays is 
considerable. Perhaps that reduction is justified when the article 
is strictly for use by the university. Theic is a difference of 
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opinion as to its desirability. But when the institution, through 
its purchasing department, permits its employees to buy whatever 
they can save money on, the economic value of the custom is 
subject to grave doubts, as the retailers see it. 

It is not only schools and colleges which offer such assistance 
to employees, but many manufacturers and transportation com¬ 
panies, public utilities, and even wholesalers and retailers. 

Arrangements whereby employees of industrial and com¬ 
mercial firms make use of the purchasing facilities of their 
employing firms are of several kinds (a) An employee may place 
an order for the desired merchandise through the purchasing 
department of the firm; (h) the purchasing agent may supply an 
employee with a letter of introduction to a manufacturer or 
wholesaler, requesting that the employee be permitted to pur¬ 
chase whatever he chooses; (c) wholesalers and manufacturers, 
and firms which cater especially to this kind of trade, may issue 
“courtesy cards” enabling the employee to make purchases at 
any time, such cards being distributed by personnel or purchasing 
departments of the employing firm. 

Other purchases by employees are made from companies which 
issue catalogues featuring nationally advertised products and 
other merchandise at prices below usual retail prices and which 
actively seek business with employees of industrial and commer¬ 
cial firms. Such companies do not ordinarily carry complete 
stocks of the merchandise offered for sale. Other purchases arc 
made through companies which purport to be manufacturers, 
jobbers, agents, or wholesalers, but which arc in reality retail 
outlets dealing directly with consumers and do not perform 
the functions which their descriptive titles imply. 

Aside from the diversion of trade from established retail chan¬ 
nels which results from employee buying through the means 
mentioned, further diversion occurs through sales to consumers 
generally by the so-called “catalogue houses” and “discount 
houses” mentioned in the preceding paragraph. 

Through a recent survev th(‘ National Retail Furniture Asso¬ 
ciation has ascertained that firms which permit their employees 
to use company purchasing facilities number at least 1,800 in 
New York City, 1,100 in Chicago, and 600 in Detroit. The 

' From (I pamphlet, "Diversion of Trade from Retail Channels,” issued by 
the Chamber of C'ommeree of the United States, January, 1939 
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exact extent of similar arrangements in other cities has not yet 
been determined, but it is known that the practice is general over 
the countr>. 

In the development of the kind of business referred to, s great 
many varieties of goods are being made available. The pre¬ 
ponderance of this trade is in electrical appliances, sporting 
goods, petroleum products, furs, luggage, jewelrv, automobile 
supplies, furniture, and clothing. 

Employees do not always save on purchases made through non¬ 
retailing channels. Savings apparently resulting from the ability 
to buy goods at less than Uaiial retail prices are often offset because 
the employee must pay additional costs for delivery, installation, 
and maintenance, which would ordinarily be included in the full 
retail price of the aiticle if bought from a retailer. Apparent 
savings are thus not real savings; and, in addition, the employee 
loses the benefit of the advice and experience which retailers have 
and which they gladly make available to consumers who desire 
guidance in their purchasing. 

Evidence is available that the prices of much of the merchan¬ 
dise offered for sale at ^‘wholesale” are in reality equal to or 
greater than retail prices. Tests made iii Now York City 
revealed that in 98 out of 100 purchases of soft goods, including 
clothing, made through use of employee discount cards, prices 
paid were equal to or greater than prices prevailing in established 
retail stores. A similar test covering purchases of home furnish¬ 
ings showed that a majority of purchases were made at prices 
from 10 per cent to 30 per cent higher than prevailing retail 
prices and that practically no purchases were made below regular 
retail prices. Such evidence demonstrates that misrepresenta¬ 
tion characterizes certain types of selling to employees. 

It was revealed that an officer of one company had purchased 
nearly #2,000 worth of furniture for his own use in a single year. 
Other large diversions have been found, which indicates that 
employees are noi the only ones involved. Probably the eco¬ 
nomic effect of all this courtesy buying and selling is over- 
ei "imated. On specific items there may be a saving. But it is 
possible that, on the other lines of goods, prices are enough 
higher to offset whatever savings there may have been. For 
example, there may be a saving when a new bicycle is purchased 
on a courtesy account. But when, and if, other articles are 
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bought from the same source, prices may necessarily be higher 
than would be required if all purchases were regularly made 
at the logical source.^ 
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CHAPTER VI 


Evaluation of Distributors’ 
Methods 


Selling Direct to Consumers. —With the early success of the 
mail-order houses, there was a wave of advertising that spread 
over the country to sell direct from manufacturer to consumer. 
This vas greatly stimulated later by the passage of the parcel 
post law of 1913, which reduced the carrying charges below the 
postage and express rates that had prevailed for years. Typical 
of this selling was the Kalamazoo stoves, which were advertised 
with the slogan, Kalamazoo direct to you.'' Watches, 
clothing, house furnishings, bicycles, and even the early auto¬ 
mobiles were advertised to consumers with great stress laid 
on the fact that the middlemen's profits were being saved to the 
buyer. 

Of course, the mail-order houses were primarily retail mer¬ 
chants who sold largely b}^ mail. Although the leaders have 
established extensive chains, they still do a considerable amount 
of their business through catalogue sales. Also, most of our 
leading stores have mail-order departments, in which they sell a 
very considerable amount of merchandise. But mail-order sell¬ 
ing is not necessarily the same thing as selling from manufacturer 
to consumer. A sale direct to a consumer means that the pro¬ 
ducer has his own j^roduct, or, in rare instances, a line of products, 
which he supplies to consumers direct from the point of origin. 

In the beginning, this kind of selling required a much greater 
laith in the buyer's honesty and a more liberal interpretation 
of the guaranty than was prevalent in retail selling. The John 
Wanamaker store in Philadelphia, which was opened in 1876, 
established the policies of marking goods in plain figures, having 
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one price to all, and of accepting returned goods for credit. 
These were innovations, and the historians of the Wanamaker 
store claim that they originated with the founder of that insti¬ 
tution. When it came to selling merchandise ‘'sight unseen" 
with the money sent long before the goods were shipped, an abso¬ 
lute guaranty of satisfaction was established and generally lived 
up to. Otherwise there could have been no success in the field. 

The saving to the consumer by buying direct from the manu¬ 
facturer was largely a myth. It was discovered that most of the 
functions of wholesaler and retailer had to be performed by 
someone in the transference of goods. The small amount of 
profit that these two middlemen took for themselves was usually 
not sufficient to balance the more expensive way of selling. In 
other words, the difference in the economy of wholesaling and 
retailing channels, compared with single shipments to individuals, 
left a margin in favor of the middlemen. Practically all the 
old firms, which made an initial success by selling to consumers 
direct from the factories, have closed up or adopted other 
methods. Some have modified the system by employing house- 
to-house canvassers. Some have employed distributing agents, 
which virtually have a traveling store with a very limited 
stock. As one looks over the mail-order publications of the 
present time, one is struck by the fact that the most of the 
advertising does not represent goods but some sort of service. 
This includes instruction in various subjects; preparing students 
for civil-service examinations; teaching the technique of various 
musical instruments; or even giving instruction in the trades. 
Beauty treatments and remedies for facial blemishes are com¬ 
mon. The widespread ownership of automobiles and the 
extension of good roads has made it possible for practically 
every family to visit a store where the selection can be made from 
seeing the actual goods rather than from pictures and descrip¬ 
tions. Furthermore, there is not the prolonged wait between 
the time the order is sent in and the date the goods are received, 
which the mail-order business cannot avoid. 

Features of Goods Which Aid Direct Selling. —Articles up to 
SI, and on occasions $2, can be sold, if advertised skillfully, 
without the added aid of correspondence, circulars, or catalogues. 
If a personal letter has to be written with each SI sale, it will 
probably reduce the profit to such a small amount that the 
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transaction would not be desirable. In selecting something to 
sell direct by mail, the following list of qualifications should be 
observed: 

1. The article should not be available from the retail stores 
or other more convenient sources. 

2. It should be protected by patent, so that once a trade is 
established, a larger concern cannot bring out a similar or 
substitute product for less money and so provide impossible 
competition. 

3. The article should be inexpensive to ship and be of a nature 
that would not be easily injured in shipping or handling. This 
means that returned goods can be sold to another customer 
without loss. 

4. An item that tends to advertise itself like a cigarette lighter 
will help to build up business more rapidly than an article that 
is used, for example, in the kitchen, like an egg beater, and 
would seldom be seen by others than the owner. 

5. It should be so simple that there would be no doubt as to 
I he ability of anyone to use it successfully. If long descriptions 
about assembling or minute directions foi operation are neces¬ 
sary, the chances are that the article will ^^ot sell. This has 
been found true also of window-display material which was sold 
direct to retailers, but never displayed. 

6. If the article is one that will need to bo replaced occasionally 
and thus provide possibilities for establishing regular sales, the 
chances of success are much greater. 

7. If the article is one of a family which are related and where 
the others could also be sold by mail, there is a better possibility 
of expanding a business. It costs more to get the first order 
from a customer than for subsequent orders, either for replace¬ 
ment or for articles in the same family. After inducing a woman 
to send an order for a new type of nail file which is sold direct, by 
package inclosures or other such material, hhe might be induced 
at small expense 1o try a nail polish put out by the same firm. 
The best known article, of course, should be the one through 
which the introductory sale is made. 

Although there are a considerable number of firms that are 
still doing business in this way, the number of these firms and 
the amount of their direct sales is not growing. Statistics 
are incomplete, but it would appear that the volume does not 
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keep pace with the growth of the population. Of course, there 
are many exceptions, like the rug salesman who began with a 
list of customers he had served in a large store, and used that 
list as a basis for establishing a mail-order business in imported 
rugs. He was an extremely good judge of rugs and had exquisite 
taste in room furnishing. With this equipment, he was able 
to build a profitable business in carpets and rugs, but upon his 
death the business dwindled and was soon discontinued. Many 
other like experiences could be cited. Mail-order selling is hot a 
growing field, and there seems little that can be done to rejuvenate 
it. 

Sales through Catalogues. —Reference has already been made 
to this type of selling. It is adapted to many kinds of merchan¬ 
dise, and a surprisingly large number of stores keep separate 
departments to handle goods sold by catalogue. These stores 
do not seem to be seriously handicapped by the competition that 
good roads and automobiles have provided, but style goods are 
practically out. There was a time when the National Cloak 
and Suit Company had a very extensive business in women\s 
clothing. That type of merchandise is no longer extensively 
sold by mail-order methods. Primarily staple goods, especially 
in grocery items, constitute most of the offerings in consumer 
catalogues. It is commonly said that little or no money can be 
made selling by mail until a concern has reached a magnitude 
of distributing 100,000 catalogues. After that, profits seem to 
be assured and the business stabilized. 

With a product like flower and vegetable seeds, a catalogue is 
essential. The seeds of themselves have no attraction. The 
most accurate and alluring sales talk by a clerk is ine^ffective 
compared to an illustration in color of the bloom which will 
eventuate from the wrinkled and unattractive seed. The pres¬ 
entation of radishes, tomatoes, cucumbers, and celery in their 
natural colors and ready for the table, all of which is possible in 
even a modest seed catalogue, is more appealing than any sales 
talk. Publishers also find it profitable to prepare an annual 
catalogue showing new books. These are sent to the best reader 
customers, in addition to bookstores and libraries. The pub¬ 
lisher's description of a book far surpasses the sales talk of practi¬ 
cally every bookstore clerk in the country. Style books, which 
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are catalogues in a sense and which have already been mentioned, 
continue popular. Stores like Wanamaker’s also issue spring and 
fall catalogues of popular merchandise, much of which may be 
ordered by mail, which is not the case with style books already 
discussed. 

The greatest number of catalogues, however, is in the industrial 
field. The wholesale hardware catalogue is monumental in size. 
Paper manufacturers, especially those who specialize in writing 
papers and cover stocks, have extensive catalogut s and books of 
samples. Chemical and drug houses, machinery manufacturers, 
type founders, suppliers of fire departments, and many others 
bring out extensive catalogues at intervals. With many of these, 
like hardware, type, drugs, etc., the salesman does not carry 
samplesr but sells from the catalogue. Yet even with these, the 
catalogues bring in a large amount of business direct 

Peddlers of Garden Truck. —The foregoing does not take into 
account the army of house-to-house salesm(‘n for eggs, butter, 
cottage cheese, dressed chickens and ducks, and the peddlers who 
go about the streets with their rickety wagons and mellifluous 
voices announcing ^‘onions, potatoes, turnips, and b'nanos.” 
In Italian districts, garlic is sometimes added to the tuneful 
chant. 

Police regulations deal generously with these itinerant green¬ 
grocers. If they are offering produce which they have grown, 
they can plead a constitutional right to sell it on the public streets. 
As long as they do not obstruct traffic, nor litter the streets, their 
''rights” seem well established. Besides, there is a real demand 
for such selling. Without taking the trouble to change thtn'r 
house dresses, women can go to the wagons and make th(‘ir 
selections. At best, fresh vegetables and fruit are difficult to 
order satisfactorily by telephone; women like to look over what is 
offered before making a decision. 

Even in the great cities this kind of selling will probably persist 
because no better way has been found. Its effect on the market¬ 
ing of farm produce is negligible. Most of the vegetables sold 
by peddlers are grown in near-by truck gardens. Of course, that 
is not true of fruits, especially oranges and bananas, which are 
usually procured from wholesale fruit markets. Even in cities 
like Seattle, Albany, Savannah, and San Antonio, where there are 
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such excellent city markets, there is still some wagon peddling, 
because of its convenience for the housewife. 

Fruit and vegetable stands along the roadsides are sometimes 
stocked and operated by the farmers who live near by. When 
fruits and produce are plentiful and help scarce, these stands are 
left without an attendant. A sign requests the buyer to help 
himself and deposit the change in the slot.^^ In imitating these 
farmer stands, many holiday and Sunday offerings are brought 
out from the city by vans and trucks and placed by the roadside 
to give them the appearance of being freshly gathered from the 
adjoining fields.^ 

Origin of Selling Direct. —In the early years of the country, 
peddlers roamed about buying rags, old rubber, discarded metal, 
sheep pelts, and other light products for which farmers had no 
further use. In exchange for these, they offered brushes, brooms, 
tinware, knives, and a variety of products which would now be 
stocked in the variety store. That was before the days of the 
five-and-dime store, and it w^as comparatively easy for a peddler 
to go into the city to stock up with notions that were not com¬ 
monly found in country stores. 

One of the first cooperative efforts in the country was said to 
have originated in Connecticut. It so happened that some silver¬ 
smiths, who had emigrated from England, had established them¬ 
selves in Torringtoii, Conn. They would make up a small 
number of articles and then go with them to the cities to sell them 
to the large stores. Someone suggested that instead of each man 
going to sell his own wares they combine their efforts and let one 
man do the selling for all. i^resumably the man chosen was the 
poorest smith and the best salesman. An outgrowth of this was 
the stocking of a peddling wagon w^hich went as far as Ohio, 
Indiana, and Michigan to dispose of silverware. As in the cases 
already cited, much of this silverware was bartered for such prod¬ 
ucts as the farmer no longer had need for. 

Other items distributed by peddlers were books, ‘‘bought on 
subscription,” such as Dr. Chase's Medical Recipes and The Life of 
Barnum. Even The Autobiography of U. S. Grant was sold by 

’ Near cities, especially upon the mam thoroughfares, roadside stands 
tend to increase in size and the variety of goods handled—household goods 
and antiques are common. It is to be noted that when traffic becomes 
congested, the possibility of sales decreases 
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.solicitors. The system still prevails, primarily in selling encyclo¬ 
pedias and some other expensive series of books. For many 
years there was a custom of selling patent rights'' for limited 
territories. The inventor would send out solicitors assigned to 
limited territories to sell rights." This conveyed the exclusive 
privilege to the use of the patent in one or more counties. 

Nursery stock of fruit trees and .shrubl)ery that the farmer 
needed was sold by solicitors and deliveries made 'subsequently. 
Magazines often maintain crews which solicit subscriptions from 
house to house, and many others gain a livelihood by peddling 
in times of unemployment. This kind of solicitation was greatly 
increased during the hard times of the thirtii s. A feeling of sym¬ 
pathy on the part of the woman of the household would induce 
her to make many purchases just to help out the peddler at the 
door. The merchandise offered was of surprisingly limited vari¬ 
ety. Needles, thread, shoelaces, and pins were sometimes about 
the only things offered. 

Solicitors Supported by Advertising.— Such items as refriger¬ 
ators, oil burners, power washing machines, and other items of 
high unit value will probably always })e sold by direct solicitation. 
This is quite a different thing from heuse-to-house selling of goods 
.supported by national advertising, .such as is done by the Fuller 
Brush Company and the Real Silk Hosiery Company. The first 
of these was the originator of the plan of selling a comph'te set of 
brushes for home use. In order to sell most (‘fficiently, a demon¬ 
stration was necessary. The nature of the products made it 
almost imperative to sell by solicitors who demonstrated. The 
big problem was to secure an entree to the home so that the sale.s- 
man would have an opportunity to demonstrate his wares. 
National advertising was employed which emphasized the com¬ 
pany name and soon made it familiar to everyone. Then a dis¬ 
tinctive button was provided for each solicitor which identifaed 
him as a representative of the company. This identification, 
together with a f-tatement from the representative went a long 
way to securing the dc\sired entree. Brushes which had never 
had a place in the house before were bought by thousands of 
people. Further, it was recognized that the life of a brush is 
limited and repeat sales were probable. These could be secured 
with less selling effort than was necessary for the original sales, so 
solicitors were assigned definite territories with instructions to 
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cover the territory at stated intervals. This has built up a sub¬ 
stantial business which seems to be permanent. The margin on 
the brushes is sufficiently wide to pay solicitors. 

Making deliveries is one of the great drawbacks to house-to- 
house selling. The money will not be available, or the solicitor 
cannot make change, or the woman wishes to consult with her 
husband before paying—these and many other problems comc^ 
up after the sale is made. Immediate delivery and collection for 
the goods are difficult. People are not at home or arc unable to 
pay at the time of delivery. Other excuses make the delivery a 
burdensome and expensive proposition. 

The Real Silk Hosiery Company tried selling through the regu¬ 
lar channels but met with little success. Then, in 1919, they 
started house-to-house selling. This was by no nieans new for 
hosiery. Other firms had tried the same plan, but the Real Silk 
Hosiery Company advertised in national magazines, which 
immediately gave the products a standing and the solicitors an 
entree which smaller operators had never enjoyed. Inasmuch as 
silk hosiery was regarded as something of a luxury, the margin 
required in stores was large. Indeed, 50 per cent of the selling 
price was not uncommon. It was found that for les^s than this 
the hose could be sold by house-to-house solicitation. A new 
system of delivery and colleetion, which avoided most of the 
difficulties common to that kind of selling, was establLshed. 
When the solicitor took the order, she (most of them were women) 
collected an advance payment. This was her commission on the 
sale. The goods were to be sent by parcel post, and the postman 
collected the balance upon delivery. Each solicitor at the end 
of the day had thus been paid for the work she had done that day. 
Without national advertising, which established the manufac¬ 
turer as a responsible firm in the minds of the public, it would 
have been impossible to collect the advance payment. 

As time went on, silk hosiery became a staple, worn by every¬ 
one. The margin asked by stores was gradually decreased until 
the advantage that the Real Silk Hosiery Company had enjoyed 
disappeared. By that time the company had built up good will 
and had so many good solicitors that it was able to continue the 
business by restricting its house-to-house sales to high-grade and 
high-price goods which needed demonstrating. A complete line 
of samples was always carried, including variety in colors. This 
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made home buying very attractive, and other garments wore 
added, including lingerie. 

Limitations of Selling by Canvassers. —With the largo number 
of automobiles and the extensive good roads, selling by canvassers 
has been largely discontinued. One never sees a pack peddler 
any more. It is only exceptional goods that are offered by house- 
to-house solicitors. In addition io home refrigerators and other 
items which are in the durable class of goods, there is little or 
no opportunity for this type of celling. The Jewel Tea Company 
built up an immense business with house-to-house selling, and it 
led subsequently to the establishment of many of the Jewel Tea 
Stores. The R. L. Watkins Company made a business of out¬ 
fitting solicitors with medicines, some staple groceries, like 
extracts, and a few of the standard drugs, which they sold from 
house to house. At one time, this company provided a wagon 
which was sold at cost to each solicitor. Then he was given a 
definite territory to be covered every few weeks or four to eight 
times a year. The company had thousands of solicitors at om^ 
time, but that business has also been greatly changed, and their 
itinerant merchants have disappeared along with the rest. 

Probably with electrical appliances that need demonstrating 
and other similar equipment that must b(‘ sc'^m in use to b(‘ under¬ 
stood, house-to-house canvassing and selling will always be (‘on- 
tinued. An example is a doorbell that rings with insertion of a 
coin, which the writer saw in Holland. The wry purpose of the 
coin doorbell was to discourage peddlers, which it did effectively. 
The only way to ring the bell w'as to insert a coin. In the case of 
a friend or neighbor, the coin was returned. With peddlers and 
solicitors that courtesy was not observed. Although its chief 
purpose was to discourage house-to-house solicitation, it would 
seem to be a type of article best sold by that method; bul even 
in this case demonstration in department stores and other large 
retail establishments can be so much more effective and so much 
less expensive that an adequate job of demonstrating can be done 
without going to the home. 

It is interesting to see how one of the enterprising manufac¬ 
turers of soup has changed to this method. At first, he fitted out 
a small demonstration kit with a Thermos bottle, paper napkins, 
cups, and spoons. The demonstrator would call at the house, 
and, if admitted, serve a small cup of one ot the several soups she 
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carried. This came hot from the Thermos bottle and was very 
effective, especially as it gave her opportunity for a good sales 
talk, but at best the solicitors could cover only 12 to 15 houses a 
day, which made the sampling and demonstrating very expensive. 
It was found that equally effective sampling could be done in 
stores and it was far more economical. Furthermore, the oppor¬ 
tunity to make a sale and delivery at the time gave a great advan¬ 
tage to this method over house-to-house solicitation. 

Vigilance-committee Plan to Check Canvassing. —The follow¬ 
ing has been reproduced exactly as sent out by E. H. Whitehead, 
manager of the Chamber of Commerce of Temple, Tex. It 
shows a common attitude of these organizations toward canvas¬ 
sers. The Temple plan is being widely copied. 

The Vigilance Committee, operated jointly by the Temple Chamber of 
Commerce and Board of Development and the Temple Police Depart¬ 
ment, is proving a very effective method to curb the activities of solici- 
tor^s of all kinds and to enable the public to distinguish between the 
racketeers and the honest person. All peddlers, magazine solicitors, 
transient insurance agents, advertising schemes, co-operative trade 
promotions, charity solicitors and beggars, and, in fact, every type of 
person who seeks to work from house to house or from store to store 
comes under the jurisdiction of this committee. Traveling salesmen 
for rci)Utable houses are not molested. 

The plan is simply that of identification. All solicitors are required 
to provide themselves with a Vigilance Committee identification card 
signed both by the committee secretary and the Police Department. 
The enforcement depends upon the authority which Texas laws grant to 
a Chief of Police to arrest suspicious characters and hold them in jail 
for 48 hours '‘for investigation.” The Police view anyone as a suspi¬ 
cious character who attempts to solicit without a card and this forces 
the solicitors to come to the committee for cards. The CC-BD manager 
serves as secretary of the committee. Solicitors must file with the 
secretary their nam>^", home address, address of their state manager and 
home address of their respective companies. The secretary then writes 
to their employer and recpiires a letter through the mails attesting that 
the applicant is an authorized agent and that the company will be 
responsible for their agents^ actions and commitments. In the case of 
companies not generally known, the Better Business Bureau of their 
respective cities must report on the reliability of the company. The 
applicant may be required to pay for necessary postage. We usually 
send reply postage to the Better Business Bureaus or others to whom 
we write. 
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The solicitor then files his or her fingerprints with the Police Depart¬ 
ment. These fingerprints are sent to the FBI at Washington and 
Vigilance Cards are not issued until a report is received from Washing¬ 
ton. This requires about ten days and we find that more than half of 
the applicants leave town rather than wait for this report. The Police 
report that nearly two-thirds of the FBI reports show that the appli¬ 
cants have criminal records, some of them of very serious nature and 
extending over a period of years. 

We have some nice letters from well-known national companies 
endorsing this plan and stating that it actually helps honest solicitors for 
reputable companies. We, of course, have the usual card which our 
members post in their places of bu.siness stating that they will purchase 
no advertising nor make a donation or subscription for any purpose 
unless the applicant has a Vigilance Committee card. We have about 
fifty women located in every section of the city officially appointed by 
the mayor on the Vigilance Committee Auxiliary. Their duty is 
immediately to notify the Police when approached by any solicitor 
who does not present a card. We also have business men in every 
block down town who agree to do the same thing. This prevents any 
solicitor working here very long without being apprehended by the 
Police. 

In practically every case where the solicitor files his credentials and 
fingerprints and favorable reports are received from their employers and 
from the Department of Justice, a card is issued to them which permits 
them to work. Since November Ist,^ the number of solicitors here has 
been reduced by about 75 percent. Several escaped convicts and other 
criminals have been apprehended by the Police and the housewife has 
more time to listen to the bona fide solicitor. This plan is successfully 
applied to local and rural adA^ertising schemes, subscription lists, 
etc., and a number of our members have reported that this committee 
has already saved them the cost of their annual membership in tiiis 
organization. 

Efficiency of Selling by Canvassers. —There have been at least 
two independent surveys made of the extent and trend of house- 
to-house selling. One of these was under the direction oi Prof. 
Paul S. Reiser of Temple University, and the other of Prof. Louis 
Bader of New York University. The former covered a consider¬ 
able residence district of Philadelphia and the suburbs. The one 
by Prof. Bader was restricted to three suburban districts of 
Greater New York, one in Westchester, one in Long Island, and 
one in New Jersey. 

^ That covered a period of about nine months. 
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One of the first questions asked in Dr. Reiser's survey con¬ 
cerned the number of salesmen who called daily. In the down¬ 
town districts, where population was densest, 15 per cent of those 
reporting thought that the number was two or less; 68 per cent 
reported from three to six; and 17 per cent thought that they had 
seven or more each day. In the suburban districts, the number 
of calls was estimated to be somewhat less. Twenty-nine per 
cent reported one or two; 60 per cent, three to six; and 11 per 
cent, more than six. These all seem high. Possibly the annoy¬ 
ance of being called to the door when one is busy intensifies the 
irritation so that it seems to be multiplied. Altogether, though, 
there were over 400 interviews, and an average of these should be 
representative. 

The question concerning the increase 6r decrease in the number 
was heavily on the side of an increase. Two to three times as 
many thought the number of peddlers had increased as thought 
there was no change. No one thought there were less. As this 
study was made in 1931, it was possible that the crest of the 
house-to-house soliciting had not been reached. Slightly less 
than half of those interviewed exprcvssed themselves as being 
unwilling to examine the offerings of peddlers. In the city 
district, 39 per cent always refused to listen, 42 per cent usually 
examined the offering, while 19 per cent occasionally listened. 
In the suburban districts, the attitude was practically the same 
but possibly a little bit more indulgent. Solicitors from well- 
known companies were much oftener given a hearing than those 
representing no firm or only an unknown firm. The receptions, 
however, were very much qualified by sympathy for the salesman, 
the courtesy shown by the canvasser, or the convenience of 
buying from a solicitor. In other words, buying or refusing 
to buy depended upon too many different influences to be 
catalogued. 

In the New York district, it was found that approximately half 
of the people did not answer their doorbells, although it was 
evident that a considerable part of those w^ho refused to respond 
were at home. The willingness to grant interviews seems some¬ 
what greater in New York than in Philadelphia. More than half 
of those opening the door to solicitors refused to buy unless they 
were sufficiently interested so that the salesman was permitted to 
enter the house. A considerable part of the respondents insisted 
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that they never bought from house-to-house solicitors, and, of 
those who did buy, more than half were moved by sympathy 
rather than by commercial considerations. In this report, it was 
also evident that the very wealthy homes were the least attractive 
from the solicitor's standpoint. The medium-income homes were 
the best, and the poorest homes were less desirable. The con¬ 
clusions from this investigation, which was made in 1934, are 

1. The best times to try to sell are between the hours of 10 and 
12 A.M. and 2 and 3 p.m., although the hours 9 to 10 a.m. and 3 to 
4 P.M. may yield results sufficient to justify the effort. 

2. Holiscwives will usually give the solicitor an opportunity 
to tell his story, if they answer the bell. 

3. The sympathy appeal aids materially in making a sale. 

4. In some lines, like certain food products, it is possible to 
build up a convenience service which may make for effective sales. 

5. Convenience articles of good quality consistent with price 
are more easily sold by house-to-house canvassing than luxury or 
shopping goods. 

6. Sales people should be clean and neat in appearance, well 
poised, and prepared to talk intelligently about their products 

7. Not many housewives buy from such salespeople, so that 
one must ring at least 25 doorbells befori' making 1 sale. 

8. Most canvassers must tell their sales stories under adverse 
conditions because housewives rarely permit them to come into 
the house. 

9. Most of the purchases made from house canvassers are 
regarded as only fair or as poor in satisfaction given. 

10. Purchases are made from fewer than one in four canvassers, 
even of those given a hearing. 

With the ejiperience of the Fuller Brush Company and of the 
Real Silk Hosiery Company as examples, it would seem that it is 
still possible to sell from house to house profitably with a margin 
no larger than that of the retailer plus the wholesalers^; that is, 
the full spread between manufacturer and consumer. 

Articles Most Commonly Sold Direct.—Prof. Keiser gives this 
terse summary of data, for the ten districts investigated, which 
shows that almost half of all articles sold direct were brushes. 
Slightly more than a quarter were electric appliances, with 
vacuum cleaners occupying the leading position. Slightly more 
than onc-seventh were clothing, with stockings of major impor- 
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tance. Approximately one-fifteenth were aluminum wear. 
Approximately one-twentieth were nonclassified and consisted of 
all articles sold direct, not included in the above groups. 

Other articles that lend themselves to direct selling are 

1. Articles of a comparatively high price. 

2. Articles on which the gross profit per sale is comparatively large. 

3. Articles infrequently purchased by consumers. 

4. Articles requiring selling ability to overcome sales resistance. 

5. Articles for which the consumer has no fixed price in his mind. 

6. Articles for which quality can be made superior to price. 

7. Articles in which the demonstration plays a major role in the sales 
talk. 

8. Articles that can be advantageously demonstrated in the home. 

9. Articles that will wear a comparatively long time. 

10. Articles the brand of which is well known if the service element is 
important. 

11. Articles purchased primarily by women or of most interest to 
women. 

12. Articles for which stores do not handle a wide variety. 

13. Articles offering a constant income to tlic direct selling firm; that is, 
electric appliances to the electric utility company. 

14. Articles considered a “tool” rather than “pleasure goods.” 

15. Articles for which then' are a certain n\imber of prospc'cts per each 
thousand people interviewed. 

Selling Direct to Retailers. —A largo part of manufactured 
goods is sold directly to the retailer, although this is far less 
important than at first glance might seem to be the case. About 
15 per cent of all manufactured goods go directly from Wiv factory 
to the retailer. For many ])roducts the selling agcuits are so well 
established and the joutes for merchandise are so practical that 
there is little question as to just which channels should be fol¬ 
lowed. This is the case with most staples. With items highly 
specialized, it is obvious that the fewer middlemen the more 
efficient the selling will become. Articles requiring installation, 
lik(‘ oil burners, those which require a considerable amount of 
service, like home refiigerators, automobiles, and radios, and 
those articles for which spare parts must })e kept in stock, such as 
sewing machines, require a distributor who can perform all these 
services, and little is gained by having another agency interposed 
between him and the factory. While it is true in the case of 
automobile? that sometimes there is a distributor wdm has charge 
of a definite territory and appoints his subagents, the greater 
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number of automobiles are sold direct to the dealer. Large 
families of products, like those of General Foods and Standard 
Brands, make up such a considerable part of the grocer’s business 
and he has to order them so frequently that it becomes both 
economical and efficient for the manufacturer to sell direct, 
establishing a warehouse or other supplj'^ depots in each section. 
In this case the manufacturer performs some of the functions that 
are usually turned over to the wholesaler. 

Where a hirge number of units are necessary for complete 
representation of the product, such as for paints and shoes,the 
tendency is to sell direct to the retail distributor. Thv wholesale 
shoe dealer has been supfdanted in a large part of the* country. 
Several price levels, a large number of different sizes in both 
widths and lengths, and different styles in two or niore colors, 
requires that even a minimum stock include a multitude of units. 
This being the case, the wise retailer concimtrates his purchases 
as much as possible. 'Fhis permits a complete stock of the brand 
carried and helps to avoid diqdicatiiig items, which would be 
unavoida!)le if stock were secured from different sources. 

Again, as mentioned above, perishable products are quite 
largely sold from producer to retailer. Thi of course, does not 
apply to farm produce, which goes to the commission merchant 
and often from a commission merchant to a wholesaler. But 
even then the commission merchant may cultivate retail trade 
rather than wholesalers. For articles of extreme style and, to 
quite an extent, for candy and confections that deteriorate 
rapidly, the ‘‘^ales are direct from producer to retailer. Many 
millinery goods and women’s gowns are shipped by exjiress from 
the manufacturer in Cleveland or New York to the retail outlets. 
In this case, the buyer visits the center of supply several times a 
year and does not wait for a salesman to call. 

Where the unit price of the product is high, as for pianos, rugs, 
furniture, and, to a less extent, watches and jewelry, the sale is 
direct to retail onsets. The assortment of this type of product 
can be better maintained if the retailer looks to one source of 
supply rather than if he tries to divide his purchases among 
several. It would be a foolish retailer who attempted to stock 
both Axminster and Wilton rugs. He would be wiser to complete 
an assortment of cither. Under such conditions and with these 
classes of goods, exclusive agencies are most popular. 
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Orders for some goods are taken well in advance of delivery, 
which virtually is selling on contract. This is true of men's 
ready-to-wear clothing. Dealers put in their orders in the spring 
for fall delivery, and the manufacturer restricts his production 
pretty closely to orders received. In the case of men's clothing, 
there is so large an investment for the retailer that, if he presents 
a full assortment of any one producer, he will have as much stock 
as he can handle. The limitations of this situation are that manu¬ 
facturers of men's clothing do not make all the kinds of wear that 
are thought necessary for a wardrobe. Overalls and work shirts 
are not made by manufacturers of men's suits. The same is true of 
Tuxedos, full dress and cutaways, sweaters, hats, and haber¬ 
dashery. Obviously, many articles like underwear, socks, 
sweaters, etc., come from other sources, some of them from 
wholesalers. 

Advantages of Selling to Retailers. —One of the most serious 
difficulties for most manufacturers is that they are so far removed 
from their consumers that it is difficult for them to follow chang¬ 
ing tastes and conditions. Every time an added agency is 
interposed between the source of supply and the ultimate con¬ 
sumer, the difficulty of understanding the wishes and needs of the 
latter are increased. The retailer usually knows his customers 
much better than the manufacturer can know them, and if he is 
in direct communication with the producer he can present and 
interpret the likes and dislikes of those to whom h(‘ sells. The 
same principle holds in the relationship between the manufacturer 
and the retailer. Sales to consumers in most cases will be the 
result of joint effort of these parties and, if they are in frequent 
communication with each other, they can cooperate much 
more successfully. One phase of this is the best presentation 
possible of the merchandise that is being sold. 

A very large number of items are so complex and involve so 
many technicalities that they require specially equipped sales¬ 
men. This was true of vacuum cleaners when they first came 
out. The Hoover Company realized the need and placed spe¬ 
cially trained salesmen in the leading retail stores, demonstrating 
and explaining their suction sweepers. A manufacturer of a steel 
vacuum bottle, which would not break, found that no clerk knew 
the difference between his bottle and that of the glass vacuum 
bottles, which were so fragile. His sales manager made a shop- 
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ping tour and did not find a clerk, even in New York stores, who 
could give him a sensible reason why his product was sold at a 
higher price than a competing but less serviceable glass bottle. 

Where a wholesaler or other middleman intervenes between the 
manufacturer and the retailer, education of retail salespeople 
becomes so difficult as to be impracucal in most instances. 

As stated above, the sale of much merchandise /esults from the 
combined efforts of the manufacturer and retailer. The more 
technical the product and the more educational work in the 
nature of demonstrating necessary to sell it, the more assistance 
the manufacturer can and should give his distributors. Quality 
goods, even such staples as extracts and spices, need to be 
explained to ultimate consumers, if they are induced to pay the 
price necessary to secure the premium grade. This is also true 
of a multitude of products. Few grocers and far fewer grocery 
clerks will make the effort to learn even the essential facts about 
their products on their own initiative. The manufacturer’s sales¬ 
man can tell and retell the story of quality, of what it consists, 
how it is secured, and what its advantages are until even the most 
phlegmatic clerk will become familiar with it. The manufacturer 
can seldom do this educational w^ork except lliroiigh his salesmen. 

If the distributor understands the aim and extent of the manu¬ 
facturer’s advertising, he will cooperate with it much more 
effectively than if he has to take it on faith. With a new cam¬ 
paign or in explaining a continuous campaign, the salesman can 
arouse an interest and an enthusiasm that it is impossible to 
inspire by broadsides or any other advertising to the dealer. 
When he understands how his profits are to be affected by the 
manufacturer’s advertising, he will cooperate with it. 

In many advertising campaigns, the cost is shared by the 
distributor. It is obvious that, if retailers are to be induced to 
spend their money to help sell some special brand of merchandise, 
it will require c.alesmanship by the manufacturer to convince 
them to cooperate. This is comparatively easy when the manu¬ 
facturer’s salesman calls regularly, is known personally, and is 
liked by the store manager. 

Disadvantages in Selling the Retail Trade Direct. —First of all, 
the amount of capital required is very greatly increased. Instead 
of having a sales force adequate merely to call on the wholesale 
trade, that number must be increased to give an adequate cover- 
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age for the vast number of retailers. Occasionally, this may 
result in an economic saving. If the manufacturer employs no 
more salesmen than the wholesaler would employ for the same 
district, then the efforts of the ones who rail on wholesalers are 
not duplicated. But selecting, training, supervising, and check¬ 
ing the work of a large sales force greatly complicates the manu¬ 
facturer’s sales problems. The number of accounts will be 
multiplied by hundreds. For example, one manufacturer of a 
popular-priced watch had 75,000 accounts, running from $3 to 
J200. The amount of office work, correspondence, and book¬ 
keeping in carrying such a large number of customers is stupen¬ 
dous, and the number of clerks required to look after the accounts, 
make out the necessary documents for shipments, and trace goods 
that go astray in shipping will be extensive. 

If for any reason the factory finds it necessary to close down for 
a time, the factory workers do not expect to have their pay 
continue, but that is not the case with either the sales force or the 
office force. It is very difficult to lay them off and have them 
available again when business is resumed. So it becomes impor¬ 
tant to provide continuous operation if sales are to be made 
direct to retailers. Merely to mention the subject of credits and 
collections for a multiplicity of accounts running into the thou¬ 
sands presents a picture of difficulties in extending credit and 
making collections that is formidable. The farther one is from 
his customer, usually the more difficult it is to carry on business, 
and that is generally true of extending credits and making 
collections. 

Custom often dictates the method of distribution. Corsets 
have traditionally been sold direct to consumers or to retailers, 
and this is the outstanding example of a type of merchandise in 
which women are successfully employed as traveling sales repre¬ 
sentatives. Men's hats, especially those which are sold under the 
manufacturer’s brand, are for the most part sold direct to the 
retailer. The same is true of a large part of the better grades of 
hosiery and shirts. Proprietary medicines and similar items 
which require aggressive salesmanship are also sold direct to the 
retail trade. 

Super Markets. —As we understand the super market, it is a 
growth of the present decade. In 1932, there were about 300 
institutions on the Pacific Coast which could be classed under 
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this heading. From that time on, the growth was extremely 
rapid. In 1936, the number had increased to 1,200, and these 
were spread over 32 states. A year later, 3,066 were counted in 
47 states. In the fall of 1939, the count was 4,680 for the 
country, in addition to nearly 1,400 self-service markets owned 
by the corporate food chains. The Atlantic and Pacific Tea 
Company led with 1,085. The American Stores Company of 
Philadelphia was a poor second with 148. Nearly all the food 
chains arc going into the self-service stores, which are run along 
practically the same lines at the super markets. Super Market 
Merchandising defines a super market as follows: 

A super market is a highly departmentalized establishment with 
adequate parking space, dealing in foods and other household merchan¬ 
dise, either wholly owned or with some of the departments leased out to 
concessionaires, doing a minimum of $250,000 annually. The grocery 
department, however, is operated on a self-service basis. 

Practically all the goods that were handled by the early super 
markets were packaged groceries. The stock has grown until 
now many of these stores have meat departments, dairy products, 
green goods, packaged drugs, hardware departments, newsstands, 
wines and liquors, shoe-repair shops, lunchrooms, and soda 
fountains. Still others have added some of the smaller items 
usually found in dry-goods stores, besides stationery and a 
limited line of dish ware. Frequently these separate departments 
are leased out to concessionaires, just as many of the departments 
are leased in the large department stores. This is not uncommon 
for the meat and fish departments, poultry, and dairy products. 
Beauty parlors and other service departments are commonly 
leased. 

There are a number of advantages which the super market 
enjoys over competitors. Approximately 6 per cent of the gross 
receipts of the food stores goes to pay for clerk hire. Deliveries 
commonly run to 2 per cent or even 3 per cent of sales. Rent is 
up to 2 per cent of sales. The ''supers'' eliminate practically 
all the expense of clerk hire; at least it is reduced to a fraction of 
what it costs the regular grocer. Rent is also much reduced,^ and 

^ In order to get parking space most oT the "supers'' are not located in 
the hign-rent districts. In the largest cities, this may, or may not, be the 
case. 
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the delivery charge is wholly eliminated. This makes it possible 
for the super market to operate on an average expense of 14.23 
per cent of sales. Some of the most efficient are able to reduce 
this to 12.14 per cent, and the highest does not exceed 17 per cent. 
This compares with 17 per cent to 22 per cent for independent 
grocers and 16 to 20 per cent for grocery chains. 

With the rapid growth of the chains, most of which offer their 
Own brands, nationally advertised products have declined as a 
part of the grocers^ total business. The ‘'supers^’ have reversed 
this trend with striking results. Now nationally branded food 
products arc gaining rapidly not only in the volume sold but in 
their proportion of the day^s total sales. 

Advantages Claimed for the Super Market. —In addition to low 
operating costs, the super markets are in a strategic position from 
several angles. 

They buy in large quantities and so enjoy the best terms 
offered by suppliers. 

They are able to make mass displays, which are so impressive 
to buyers. 

A rapid turnover ensures fresh merchandise. 

Many of the household needs can be secured under one roof. 

Parking facilities are a part of the plan of the super market. 

They provide self-service, which is pleasing to many women. 
The opportunity thus offered to examine products in a leisurely 
way and make an unhurried selection is in favor with shoppers. 

It is not uncommon for one super market to be visited by from 
40,000 to 80,000 a week. On the opening day some attendance 
figures have been recorded that seem to be almost unbelievable. 
When the Big Bear opened in Elizabeth, N. J., it had approxi¬ 
mately 150,000 visitors and customers the first day. It has 
repeated that experience on at least two occasions since. There 
is something about going to buy where many others are buying 
that also seems to be appealing. This immense traffic also makes 
the store displays more valuable. 

The super markets are by no means evenly spread over the 
country. In some places they are more popular than in others. 
In California there are more than in any other four states, 
1,423. This may be accounted for in part by the large varieties 
of fresh fruits and vegetables almost every month—more so than 
anywhere else—and in part by the good roads and very large 
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number of automobiles. California weather also invites women 
outdoors the year round to shop in person rather than order by 
telephone. New York is the second largest state, with 588 super 
markets, and Pennsylvania is third with 396. Every state, 
except North Dakota, is represented in the ILst. Idaho and Mis¬ 
sissippi have but two each, but other states are well represented. 

M. M. Zimmerman, editor of Super Market Merchandising^ 
claims the following advantages for these institutions: 

1. Tremendous traffic. 

2. Large volume of “branded" products under one roof, 

3. Rapid stock turnover. 

4. Low operating overhead. 

It is estimated that more than 15 per cent of the grocery trade 
is now handled by supermarkets, as compared with approximately 
25 per cent by the corporate chains, including tHeir super markets. 

Origin of Super Markets.- .lust where the super market started 
and when, are matters for further investigation. That, as a 
factor in our system of distribution, it has assumed a position of 
importance only in the past decade is generally recognized. 
Authorities differ as to what constitutes a super market, just as 
they differ about what constitutes a department store or a chain 
of stores. The definition offered by M. M. Zimmerman is given 
on page 107, while Victor Pelz, director of research for General 
Foods, maintains that no one has yet been able to make a defini¬ 
tion that is acceptable. He points out many exceptions to the 
definition of Mr. Zimmerman. 

An analysis of this definition may help to clarify it. According 
to the stated terms, the salient requirements for a super market 
are 

1. A departmentized store, primarily selling foods. 

2. The grocery department is operated un a self-service basis. 

3. There is ample parking space in connection with the store. 

4. Some departments may be operated by concessionaires. 

5. The minimum annual sales to permit classification as a super market 
is S250,000. 

The super market is an outgrowth of the struggle of the inde¬ 
pendents to meet the competition of the chains. The first strik¬ 
ing innovation was the establishment of cash-and-carry stores, 
following the success of the cafeterias, which originated in Los 
Angeles the first decade of this century. 
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The chains sold for cash, gave no delivery service—or a limited 
service at best—^featured packaged goods, and offered only 
limited varieties. By '^limited varieties” we mean that with 
such goods as spices, the slow sellers like cardamom, turmeric, 
and marjoram were often omitted. 

During the World War there was much talk of organization, 
cost accounting, and analyzing business functions. This propa¬ 
ganda was particularly influential with grocers, who, feeling the 
pinch of competition with the chains, were scrutinizing every 
expense to eliminate any avoidable item. It was roughly 
estimated that extending credit, making collections, and main¬ 
taining a delivery cost about 10 per cent of gross sales. The 
price-maintaining manufacturers commonly allowed that dis¬ 
count to cash-and-carry stores and still assumed that they were 
maintaining prices. 

An Early Self-help Store.—One of the very early stores to 
adopt the super market methods was under the management of 
Cecil Shaver at Bakersfield, Calif., mentioned above. Mr. 
Shaver’s thinking was so penetrating and so logical and his 
methods of investigation so well planned that they could still be 
followed. 

A chief expense of most grocery stores, then as now, was clerk 
hire'. Few managers were able to reduce this it(m below 6 per 
cent of gross sales, and it frequently ran as high as 9 or even 10 
per cent. An attempt further to reduce this item gave Shaver 
the idea of a self-help store, as well as cash and carry. He knew 
from observation that a number of mail-order grocery houses 
were sending food products into Bakersfield. He wrote for cata¬ 
logues to all that he knew and instructed all who worked in his 
store to give him the names of all such houses that came to their 
attention. He soon found himself bombarded with promotional 
material from more than a dozen institutions that wanted to sell 
him food products by mail. 

A count of the grocery clerks in town revealed that, if they all 
worked 18 hours a day, 6 days a week they could not wrap up all 
the groceries necessary to supply the trading area of which 
Bakersfield was the center. Shaver had already carefully com¬ 
pared prices and realized that there was a sharp difference 
between what the local stores charged and the prices quoted in the 
catalogues. But he was unable to estimate the shipping charges 
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on small shipments, including the drayman s fee. So he secured 
the names of some of the out-of-town buyers and paid them a call. 

Frankl}'' admitting that he would like to have the trade of the 
respondent, he further made the dLsarming confession that he 
supposed his prices were too high. A friendly discussion followed 
as to the amount saved on different items by buying them from 
mail-order houses. Shaver was at last convinced that, if he could 
eliminate the expenses represented by clerks' wages, delivering, 
and credit losses, including the cost of making collections, he 
could easily meet the mail-order prices and make a good profit. 
He decided to experiment. 

It was in the berry season and he contracted for a large number 
of baskets to be delivered at his store Saturday morning. Then 
he advertised these berries at a very attractive pi ice, but empha¬ 
sized the terms of sale ^‘strictly cash and no deliveries—not even 
with other goods." Long before noon the supply of berries was 
exhausted and Shaver was convinced that a self-help store, with 
no credit and no deliveries, would go. Soon after he opened such 
a st ore, meanwhile continuing his service .store as formerly. The 
new store was a success from the start, and strangely, his old 
store continued to grow. The story was related in one of the 
trade papers for grocers, and soon there were many imitators. 

Rapid Growth of Super Markets.—Although the store described 
above was opened a,bout 1916, it does not seem to have been the 
first. Whatever others there may have been were unknown to 
Shaver when he tried his experiment. All kinds of trial merchan¬ 
dising plans followed, such as dividing a store by a wooden rail 
and running one side as a self-help store and the other as a regular. 
Few were successful. 

Then someone thought of applying the method of the self-help 
store to a stock of groceries stored in a low-rent district. A large 
storehouse was ulihzed for a grocery. This facilitated parking, 
which was fast coming to be a problem in shopping, and further 
reduced expenses by lowering the cost of rent. This paid so well 
that more venturesome merchants began to erect specially equip¬ 
ped buildings at great cost to house the huge self-help stores that 
developed. Other items than packaged goods were added to the 
stocks, many of the new articles not being adapted to sell without 
clerks. Still the growth of the super markets was slow. In 1932 
there were about 300, all in the Pacific states. The number and 
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location of these markets in 1939 is shown by the accompanying 
map. 

Various reasons in addition to low prices arc given for this rapid 
growth. The increase in the ownership of automobiles and the 
extent of good roads have encouraged women to do their shopping 
at the large stores, where stocks are complete. Concentration 
on well-known brands has created confidence in quality. Rapid 
stock turnover has kept goods fresh. There is little waiting for 
clerks, no matter how large the crowd. Mass displays are attrac- 



Map of the United States giving the number of super markets in each state. 


tive, for women like to have a variety to choose from. When 
making their own selections they can be as leisurely as they like. 

How Important Is the Super Market? —M. M. Zimmerman, 
quoted above, estimates that the average super market sells as 
many goods as 18 to 20 independent groceries. In some cities, as 
Houston, Tex., more than half the groceries sold are bought from 
the super markets. He also estimates that, while the corporate 
chains, sectional and national, sell from 25 to 30 per cent of the 
groceries supplied, the super markets sell 15 per cent, which 
amounts to 1 billion dollars as ‘‘a conservative estimate.” That 
would be $200,000 each for 5,000 separate institutions. This 
does not exactly square with a provision of his definition which 
sets a minimum sale of $250,000 for qualification as a super mar- 
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ket. However, Mr. Zimmerman has more convincing statistics 
than we have found elsewhere, and we are inclined to accept them 
even with the necessary tolerance. 

It is not in food supplies alone that the super markets are 
becoming important. Table 1 gives a breakdown of the average 
sales according to departments. 

Table 1.—Average Percentage op Department Sales 


Groceries. 48.95 

Meats. 19 88 

Produce. •. 14.23 

Bakery . 4.00 

Drug, tobacco, and candy. 5.56 

Delicatessen and lunch. 2 68 

Dairy. 1.70 


100. (K) 

A survey of 500 super markets in 1939 by Super Market Mer¬ 
chandising revealed the following goods offered by different 
markets. 

Table 2.— Percentage op Super Markets Handling Specialties Other 
THAN Food, Based on a Survey op 500 Map rets in 42 States 


Item 

Per cen 
of total 

Drugs. 

20 

Cosmetics... 

25 

Patent medicines . 

15 

Face tissues. 

82 

Razor blades... 

61 

Liquors. 

21 

Wines. 

28 

Beer. 

44 

Hardware. 

22 

Electric bulbs.. 

84 

Electrical supplies. 

22 

Drinking cups 

66 

Glass jars . 

71 


Paper napkins.. . 98 

Paper trays. 46 

Candy and gum... 93 

Automobile oil. 37 

Cigarettes. 92 

(^igars. 68 

Tobacco. 82 

Magazines. 16 

Lunch counter. 20 

Soda fountain... . 16 

Stationery supplies. 20 

Frosted foods.... 40 


These are by no means all the classifications of goods found on 
sale. Hosiery, automobile tires, and other supplies, beauty par¬ 
lors, dry goods, cut flowers, and drug departments were also 
represented. Just how far the super markets can go in add- 
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ing other classes of merchandise to their stocks is a matter of 
conjecture. 

Why the Super Markets Succeed. —Some of the advantages of 
the super market have been stated; for instance, large stocks, 
well-known goods, time for leisurely inspection and selection, etc. 
It may be interesting to make some comparisons to indicate the 
extent of these advantages. For example, what arc some repre¬ 
sentative costs of transacting a business by the different kinds of 
stores? Few independent service groceries can operate on a mar¬ 
gin as low as 20 per cent of sales. Others require 28 per cent or 
more. 

In 1933 the FTC investigated 770 grocery stores in four cities. 
The ^^gross margins” ran from 25.45 per cent for the independents 
to 28.91 per cent. In competition with these stores the chains 
maintained markups of 21.90 to 26.25 per cent. These do not 
compare favorably with super markets, which average 14.23 per 
cent with a low of 12.14 and a high of 17 per cent. Different 
departments are shown in Table 3.^ 


Table 3 —Average SxrpER Market Markup 

Per Font 


Groceries 

14 

4 

Produce 

24 

1 

Meat 

24 

8 

Delicatessen 

24 

0 

Baked goods 

25 

3 

Candy 

32 

T) 

Dairy 

14 

0 

Tobacco 

19 

3 

Drug 

31 

75 


Good management has marked the development of super mar¬ 
kets. It was recognized from the start that merely low rent and 
a saving on clerk hire were not enough to make a success of a 
store doing a quarter of a million dollars' business in a year, so 
locations were selected with care. Well-known and acceptable 
merchandise was offered, and this in such complete assortments 
that customers were assured against disappointment. The 
volume of business was sufficiently large so that newspaper 
advertising could be used economically. That is an advantage 
that the chains have enjoyed over the independents. Where 

^ Figures from a circular issued by Super Market Merchandising^ Novem¬ 
ber, 1939. 
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rates ran from $1.40 to $10 or $15 a column inch, the independent 
could not afford to buy enough space to make an adequate show¬ 
ing. The chains having from 3 to 100 stores could divide the 
advertising costs among them and thereby keep the expense for 
each store at a profitable figure. The same was true to a less 
extent of store display material. The super market, selling 
thousands of dollars^ worth of goods in a day, could «lso profit by 
advertising, even when the space rate was high. 

The Chain Store.—The average man on the street and most 
students, when the chain store is mentioned, think of Woolworth 
or the A & P. These, of course, are great institutions, and the 
most phlegmatic observer could not escape being aware of their 
influence in American retailing. But they are only 2 in a total 
of 6,000 chains that operate in the country. Some are of formid¬ 
able size, but most are small or even tiny, with three or more 
stores under the same owne^rship. 

In so far as the manufacturer is concerned with his distribution 
policy, the chain stores are important because of their different 
ways of doing business compared with the leading independents. 
The chains buy a consideiable part of their supplies direct. 
J. P. Nichols in The Cham Store Tells Its Story ^Tcdits the chains 
with getting 70 per cent of their merchandise direct from the pro¬ 
ducers and 30 per cent from wholesalers. If that is applied to 
grocery chains, the amount of wholesale grocers' sales involved is 
considerable. The same author credits the chain grocery stores 
with 25 per cent of sales from their own brands. The other 
75 per cent is rot analyzed, but, with the bulk goods out, the 
national brands probably do not gieatly surpass sales of the pri¬ 
vate brands. 

It is not merely the rompetition with the private brand that is 
disturbing to manufacturers. The chains demand and threaten 
to boycott manufacturers who do not give them special conces¬ 
sions. The Robinson-Patman Law was enacted in order to 
protect the indeperdent stores against the unfair competition 
created by advertising allowances and scores of quantity dis¬ 
counts which are available only to the great chains. However, 
the manufacturers of food products still have a good deal of diffi¬ 
culty in arranging a price system which is satisfactory to the 
chains and also to the independents. The chains broadcast 
instructions to their local store managers, directing them to sell 
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their own private-brand merchandise whenever possible. Then 
they will go to two or three manufacturers who supply the same 
kinds of merchandise and try to beat them down on the ground 
that they will not handle their products unless special concessions 
are given in prices which practically eliminate all profit. These 
prices and concessions are demanded on the ground that the 
chains promote the sale of such goods. 

It is evident that manufacturers have been unable to cope with 
this situation themselves. Even though they are aware of the 
fact that their competitors, as well as themselves, were being 
solicited for special prices, they were induced to grant advanta¬ 
geous terms that were often of great value to the buyers. The 
chains would push their own brands as far as possible. That was 
well understood by every manufacturer who supplied them. Yet 
these same manufacturers, knowing that their competitors were 
also being pressed for special prices, made valuable concessions. 
The Robinson-Patman Law virtually saved a lot of manufacturers 
from themselves. The results following this legislation are 

1. The chains continue to feature their own brands. 

2. They use national brands as loss leaders and demoralize the trade of 
the independents 

3. They promise all suppliers but arc unable or unwilling to pive more than 
routine help to any 

This condition has been very much improved in the last few 
years, but much remains to be done. It seems to the authors 
that it is the manufacturers themselves who will have to provide 
the remedy. They must get up their courage and refuse to sell 
to the chains on any other than a profitable basis.* If a manu¬ 
facturer's goods are not profitable to a chain store as merchandise, 
offering a bonus will not get the support of the store. The 
manufacturer should look for other outlets. 

Back in 1924, the Blackman Company made a study of the 
chain-store business which it called ‘'Selling through and to Chain 
Stores." There were a considerable number of instances in 
which the manufacturer cooperated in special promotion efforts. 
Such cooperation is apparently decreasing every year. In his 
book,^ J. P. Nichols touches very lightly on this subject, but he 
does present a few accounts. One was the featuring of peaches 

^ “The Chain Store Tells Its Story,” Institute of Distribution, New York. 
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when they were at a ruinously low price; nothing is said, however, 
about the prices being increased to the growers. Another was 
the extending of the use of cotton and still another was the sale of 
mutton during a period when the shortage of stock feed made the 
supply of meat, because of excessive slaughtering, far outrun the 
consumption. On the face of it, this seems to be a shrewd move 
on the part of chaijis to lake a surplus of merchandise and dis¬ 
tribute it 3^ a handsome profit to themselves. In this case, there 
is only admiration for good merchandising. However, there does 
not seem to be any fixed plan of cooperation in sales promotion 
between the prodnecTs and the chains as distributors. 

The Economies of the Chain Stores.—Many studies have been 
Tilade to determine the amount saved to customers of chain 
stores over what would be paid to the independent distributor. 
Although the FTC has paid out vast sums to get such information 
and many independimt studies have been made, the results have 
been far from conclusive. While the FTC cites eases of compara¬ 
tive costs of a gri'iit number of chains and independents in differ¬ 
ent cities, the conclusions are by no means convincing. 

Investigators sometimes ignored difference of quality. That 
overshadows the whole study, in the minds of the authors. To 
get inferior products for less mone> is by no means an indication 
of saving. 

Theie does seem to be some worth-while saving to customers 
of the chains and evidence that the chains’ employees are as well 
paid as the independents, or better, yet the comparison involves 
various grad(*s of independents rather than the best, and, until 
we get a more accurate pictun^ of just how many inefficiemt stores 
were involved in the investigation, it will be impossible to arrive 
at any definite conclusions. 

Even the chains do not advocate that it is a good practice for 
the manufacturer, or for them, to get their entire* supply from one 
source. Too many things may happen. If the manufacturer 
fails, the stores are left without an immediate supply. If some 
other manufacturer underbids the original supplier, he may lose 
all his business and be ruined. 

So far it has not been shown that the chain stores are any more 
efficient in conducting a warehouse business than the wholesalers 
or the regular warehouse services that are offered by the organized 
companies. This is one of the savings that the chains have often 
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claimed for themselves. In some instances there is a considerable 
saving in the cost of selling where sales are made direct to the 
chains. If the manufacturer can take his samples to the chief 
buyer and have him accept an order for distribution to the dif¬ 
ferent chain warehouses, the cost of selling is naturally reduced, 
and this saving in cost can be shared by the stores and part of it 
ultimately passed on to the consumers. Too often a product is 
merely put on the accepted list and then the manufacturer has to 
send salesmen to the local stores to get definite orders. When 
this is true, there is little or no saving in selling the chains com¬ 
pared with the independents. Furthermore, this frequently 
results in requesting the manufacturer to deliver the goods to the 
various stores. This may offset any saving there may have been 
otherwise. The chains have not made a very good case for them¬ 
selves in showing that they are able to handle merchandise less 
expensively than equally intelligent independents. 

It must be conceded that the chains have had a beneficial 
influence in improving the business of the food stores and of drug¬ 
stores and that they have practically monopolized the variety- 
store field. Both grocery stores and drugstores are far better 
conducted than 25 years ago, and both are more attractive. The 
chains pioneered the way in securing better locations, in providing 
better store arrangement, better bookkeeping methods, and a 
better selection of stock—that is, a mon* balanced stock, buying 
each item more accurately in proportion to its sales. They have 
exercised more care in training salespeople than was common 
with independents. The chains have sold primarily for cash and 
have given considerably less service than the ordinary independ¬ 
ent. Part of this decreased service comes in the completeness of 
stock which the independents handle. Chains concentrate in 
fast-moving merchandise and fail to stock items that move more 
slowly. Inasmuch as slow-moving items require larger margins 
in order to be profitable, the comparison of the cost of doing 
business of the two systems is further complicated. Where the 
independent presented a full stock and the chains had a limited 
stock, it was notable that the chains operated on a smaller margin. 

There is nothing so revolutionary in any of these practices that 
the keen independent was not able to adopt them and conduct 
his store as efficiently as the chains. Many times the independ¬ 
ent was a keener merchant, working on his own capital, building 
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his own business, while the manager of the chain worked on a 
salary and had little interest in building up a real institution 
which would be a life-long business. It is true he might have 
advanced in proportion to his success, but that is not comparable 
to a successful merchant who becomes a leader in his community 
and one of the chief businessmen in the district. From the social 
point of view, the evidence is heavily in favor of the independent. 
From the economic stand Ihe chains are abU to justify their 
existence. 

Taxing the Chains. —Numerous states have passed laws 
assessing taxes against the chains which are graduated according 
to the number of htores in the chain. This docs not necessarily 
mean that all the stores that are counted need be in that state. 
For example, a chain with a thousand ston.^, only ten or fifteen 
of which may be in Louisiana or Colorado, w^ill be taxed on the 
stores in these two state-^ at the same rate as if the whole numbei 
w^ere in one of the states. The idea of many of these laws is to 
protect the local merchant or independent against the chain. 
In most of this h'gislation, neither the legislatures nor the people 
at large seem to realize that they are spreading a tax on them¬ 
selves. Perhaps a clearer way to state is to say that they are 
subsidizing iiieffir‘ien( merchandising, in which the public is the 
victim. 

Suppose that there are 50 units of a chain in one of the men¬ 
tioned states and that they are taxed at the rate of JflOO e ach. 
This means that they will have to raise prices sufficient to cover 
this assessment. It also means that the independents will raise 
their prices to the same extent that the chains are compelled to 
raise theirs. As a result, the people of the state will pay a higher 
price to cover the amount that the chains are taxed, plus an 
amount that represents all the increased prices of the independ¬ 
ents. If there are 50 stores, each of which has been taxcu 8100, 
that means a 85,000 increase in prices for the chains. Suppose 
the chains aic doing only 25 per cent of the business, which is 
common in the grocery field. That would mean chain prices 
will be raised 85,000 in the aggregate The independents will 
raise their prices in the same way, making a total of 815,000 for 
them. Hence the people of the state will pay 820,000 more for 
their groceries than they paid before the tax went into effect, and 
all this to collect 85,000 from the chain-. 
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This kind of tax is scarcely defensible and, where it has gone to 
the vote of the people after an educational campaign, it has been 

SALES TAXES 
(thousands omitted) 
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Chart showing how much more rapidly taxes on chain stores are growing 
than sales by those stores —{Hugh M. Foster in Priniera' Ink Monthly, November, 
1938 .) 


defeated; at least that is what happened in California. The 
opinion of the authors is that the best way to meet the competi- 
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tion of the chains is to provide sufficient education in merchaudis- 
ing so that the independents will be as efficient as the more 
carefully trained employees of the chains. 

Where Departments Are Leased. —A development in retailing 
is Ihe rapidly growing practice of lesLsing certain departments of 
the city department stores. This movement does not confine 
itself to stores of any particular size. It has been spreading over 
the country for the past 15 years. While advertised brands 
have beer, lens affected by these leases than unadvertised, every 
manufacturer, whether he advertises or not. will be interested 
in a summary of the developments of leased departmtmts. 

There are three distinct classifications of department lessees. 
First, there are syndicates, specialists in one line of goods, that 
maintain central offices, generally in New York, and control their 
departments much as do chain stores. Some of these minimize 
merehandising risks by shifting not readily salable goods in a 
department in one locality to the lessee^s department in another 
locality. Some, esp(*cially those handling women^s ready-to- 
wear, find it wise to give each department manager the freedom 
generally granted the department-store buyer, the chief services 
of the central office being to purchase what the department 
manager wants and to act as a clearinghouse for style and system 
information. The syndicate is most common in millinery, shoes, 
and ready-to-wear and is the most important of the three types. 

A second type of department lessee is the manufacturer who 
organizes a subsidiary company to lease the departments. 
Departments commonly leased in this way are patterns, sewing 
machines, books, wallpaper and paint, and candies. 

The third type is an individual or one-man lessee. This type 
is in the minority, but is found sometimes when the store owner 
has known someone personally who he believes is able to take 
over a department that the management has found difficult to 
handle with a paid buyer, or a department that is just being 
introduced. 

Terms made with lessees vary gn^atly, a common procedure 
being a yearly guaranty to the lessor of a certain sum plus a 
specified percentage of gross sales, averaging about 15 per cent. 

The departments that are leased may be classified as service 
departments and merchandise departments. Among the service 
departments often leased are beauty parlor, optical goods, restau- 
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rant, and barbershop. While some merchandise is sold, these 
departments are selling chiefly specialized services, quite distinct 
from the regular merchandising activities of the store. There 
seems to be little objection to leasing such departments, which 
add to store prestige but are so foreign to the merchandising 
function. 

Pros and Cons of Leasing. —The wisdom of leasing merchandise 
departments is a much-debated question, the general consensus 
seeming to be that they should be leased only as a last resort. A 
report by the U. S. Department of Commerce on Department 
Leasing in Retail Stores^' gives three reasons for leasings: 

1. Store expansion with least capital outlay. 

2 Superior purchasing facilities 

3. Detailed merchandising knowledge resulting in increased volume. 

The following arguments may be offered to rebut each of these 
three points: 

1. A merchant may shift the capital risk of expansion to a 
lessee but he must also shift the reward that goes with successful 
expansion. At all events, if the department is to be continued, 
the capital invested might earn money for th(^ merchant rather 
than for an outsider. If there is real need for expansion, the 
necessary capital can generally be obtained without resorting to 
leasing. 

2. While the lessee has purchasing facilities superior to the 
independent store away from the market with no market repre¬ 
sentation, his facilities are probably not superior and often are 
inferior to a great many established buying offices with which the 
store might become associated. 

3. A store should be able to hire a buyer of at least the caliber 
of the department manager supplied by the “syndicate” lessee 
and make the profit that would revert to this lessee. The neces¬ 
sary market contacts would be furnished by the store’s market 
representative. 

There are cases, however, where the specialized knowledge of 
the lessee cannot be economically replaced by department buyer 
and market representative. If the department is very small and 
yet demands.highly specialized skill, a merchant will not be able 
to afford a special buyer for it, and a buyer handling other depart¬ 
ments will not be able to do it justice. Here the lessee with low- 
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priced employees in the departments and an expert buyer and 
manager in the central office can make maximum use of this 
specialized knowledge where the merchant would find it utterly 
impossible. 

The leased department, then, seems justified where the line of 
service is wholly distinct from the ordinary merchandising func¬ 
tion or where the plan proves the most economical method of 
providing specialized talent. In other castrj, it seems unwise 
because the merchant thereby transfers his proper function to 
others. Such transfer tends to jeopardize good will, for it is 
generally a difficult task to see to it that leased departments 
adhere to store policies regarding returns, allowances, and adver¬ 
tising statements. Among the primary advantages of the depart¬ 
ment store are its ability to give itself the stamp of individuality 
through clear-cut policies enforced in all departments and its 
exercise of central control. Leasing tends to undermine these 
advantages. Again, there is the danger that the leased depart¬ 
ment will be successful at Ihe expense of the rest of the store. 


Table 4.—Pbb Cemt op Stores Having Leased Departments 



1929 

1934 

1G36 

1937 

1938 

(est.) 

Range of 
per cent 
paid lessee 

Millinery. 

56.3 

67.9 

67.9 

67.7 

61 5 

10 - 25 

Beauty parlor. 

45.9 

50.5 

57.4 

60. 

56 9 

12^-25 

Photographic studio. 

21.6 

39.1 

41.4 

44.6 

43.1 

12 - 25 

Shoes (women^s). 

26.4 

35.6 

39.1 

26.2 

26.2 

9-26 

Shoe repair. 

11.5 

28 7 

29.9 

30 8 

30.8 

15 - 20 

Sewing machines. 

13.9 

17.2 

22.9 

38.5 

33.8 

10 - 20 

Paints and wallpaper. 

12.7 

16.1 

21.6 

29.2 

27.7 

12 - 28 

Furs. 

3 4 

1 6.9 

12.7 

12.3 

10.8 

10-20 

Candy. 

13.9 

14.9 

12.7 

7.7 

6.2 

5-20 

Luncheonette. 

4.6 

9.2 

8.0 

13.8 

13.8 


Food. 

3.6 

8.0 

6.9 

3.1 

4.6 


Men’s clothing. 

3.4 

5.8 

4.6 

1.5 

3.1 


Dresses. 

1.2 

3.4 

3.4 

3.1 

3.1 


Coats and suits. 

1.2 

3.4 

3.4 

4.6 

4.6 


Furniture. 

1.2 

2.3 

3.4 

4.6 

4.6 


Optical goods. 




32.3 

30.8 


Vacuum cleaners. 




20.0 

20.0 

12 - 36 

Shoes (men’s & boys’). 




15.4 

13.8 


Watch repair. 




12.3 

10.8 
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Departments Commonly Leased. —There seem to be no ade¬ 
quate figures on the extent of department leasing but reports 
based on questionnaires sent out by the National Retail Dry 
Goods Association in 1929, 1934, and 1936 furnish the most 
tangible information. The departments mast commonly leased 
are shown in Table 4. 


Table 5— The Number of Leased Departments for 1938 




No. of 

Sales 

No of pro- 



stores 

pri(*tors 

Leased department 

independent 

3.517 

48,041,000 

3.408 

Leased department, 

(‘ham 

3,664 

108,070,000 

112 


Table 6.—Per Cent of Stores Providing Service to Lessee at No 

Extra Cost 


Charge sales handling 

81 2 

Window rental 

75 2 

Losses from bad debts 

72 9 

Delivery service 

71 7 

Maintenance 

68 2 

Depreciation on h.xt\ires 

52 9 

Floor cashier 

48 2 

Wrapping 

47 1 

Supplies 

37 6 

Receiving and marking 

27 1 

Fire insurance 

16 1 

Liability insurance 

15 3 

Advertising 

4 7 

(Compensation insurance 

3 5 


Effect of Leasing on Selling Methods.—The national distri¬ 
butor cannot afford to disregard the trend toward associations 
and central buying as'cvidenced in part by the increase in depart¬ 
ment leasing. National magazine and newspaper advc'rtising is 
as necessary as ever to create a pulling power for specific goods, 
but the job of salesmanship is more and more being concentrated 
in the market centers, particularly New York. 

For some time large department stores have done much of their 
purchasing in the market but the smaller ones have depended 
chiefly on traveling salesmen and wholesalers. With the increase 
in departments leased by syndicates, a goodly portion of goods 
distributed in these smaller stores is now being purchased cen- 
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trally. It is true that the lines so merchandised by syndicates 
do not represent the big advertisers. J^atterns, sewing inachines, 
candies, and radio probably reprc'^ent leasing by manufacturers. 
Shoes, millinery, and women’s ready-io-weai are advertised by 
the manufacturers to some e\t(‘nt, and thes(‘ manufaeUirers 
should put emphasis upon contacts \\ith New York offices and 
buyers while in th(‘ market more than upon traveling salesmen. 
Since the majority of leased shoe dc'partnu'iiis s(M*m to be oper¬ 
ating at JL loss, however, Hhtc may lx* no iner(‘a.se in such leasing. 

The practice of l(‘asing has not made* mair inroad.^ into general 
dry-goods lines, such as jiiece goods, art n(‘(‘(lle^^()l■k, corsets, 
draperies, undeivvear, Hoor covering, hosii ry, infants’ wear, laces, 
bedding, neckwear, notions, sweaters, bathing suits, blouses, toys, 
sj)orting goods. It is doubtlul that these deparlinents will ev(‘r 
be commonly leased, hut such goods are mon* and more* being 
bought c(*ntrally, if not through the agency of a lessee, then 
through the agency of a buying represent at i\(*. 

The manulactui(*r’s probl(‘m is more* and more becoming one 
of making contracts \wth buyers in the maikc‘l rather than in the 
stores. Such a change in selling methods should result in great 
economies in manufacturers’ selling co^K. 
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CHAPTER VII 


Evaluating Wholesalers 


Manufacturer’s Distribution Contrasted with Farmer’s.—The 

produce of the average farm constitutes such a small part of the 
general supply that the farmer can do little in regularly promoting 
sales for his products. Selling vegetables, dairy, and poultry 
products in the near-by village may offer some immediate profit, 
but it is evident that this form of promotion is much limited 
Through cooperatives, farmers who specialize in some products, 
like fruit, goat^s hair, or tobacco, may pool their products and 
thereby collect a volume sufficiently large that direct marketing 
becomes practicable. For the most part, however, farmers have 
to accept the marketing machinery as it is made by others. 
Local buyers, the district assemblers, the shippers, and the com¬ 
mission men all operate independently of the farmer^s aid or 
advice and without much thought for his interests. 

In general, this is not true of the manufacturer. He makes 
some product and his problem of distribution is to get that 
product into the hands of consumers at the least possible cost. 
As a manufacturer he has a much more highly standardized dis¬ 
tribution system to depend upon than has the farmer. He may 
sell direct to consumers by salesmen, by mail order, or by estab¬ 
lishing market places. 

There are certain types of products and services which are so 
desirable in themselves yet so difficult to present in a way to 
make their immediate purchase desirable that they are sold 
direct. Encyclopedias, life insurance, subscriptions to maga¬ 
zines and newspapers, nursery stock, and many other products 
belong in this class. 
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Other products are of a nature which can best be distributed 
by retailers who get their supplies direct from the manufacturers. 
Obviously this is the case with highly perishable products; as 
little time should be lost between the factory and the deliver 3 ' to 
the consumer as possible. With a large majority of products, 
however, the unit of sale is so small and the product is so generally 
used that a wholesaler's service becomes essential. 

These are the three main channels for distributing manufac* 
tured goods : (1) direct to consumers, (2) to retail stores, and (3) 
through wholesalers. But there are many intermediaries and 
many combinations of methods. The distributive functions, 
whether performed by the producer or by intermediary selling 
agencies, are a.*? follows: 

1. Functions of exchange. 

a. Afisemblmg. 
h. Distributing,,or selling. 

2 Functions of physical supply. 
a Transportation. 
h. Storage 

3. Facilitating functions. 

a. Grading and standardizing. 

b. Financing. 

c. Risk taking. 

d Market information. 

While the above is a comprehensive analysis and classification 
of the services offered by distributors of goods, in common usage 
the services are usually enumerated: selling; warehousing, 
securing dealers, delivering, collecting, bookkeeping, advertising, 
supplying information, processing, and buying. (Converters do 
such a limited amount of processing that they do not call them¬ 
selves manufacturers.) 

The WTiolesaler.—Where the unit price is small and the manu¬ 
facturer specializes in a fe>v items, the wholesaler is essential. 
This is easily illustrated in the paper trade. The wholesale paper 
house carries cardboard, wrapping paper, print paper, book 
paper, writing paper, and bond, besides many other items. All 
of these come from different mills. By most of the 100,000 print¬ 
ing shops in the United States, these items are bought and used 
in small quantities, so it would be an utter impossibility to buy 
them direct. In the grocery store are some 2,000 items. Obvi¬ 
ously, it would be impossible for a retailer to go direct to the 
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manufacturer for all these different supplies. With the drug¬ 
stores and hardware stores, it is even worse, as their separate items 
run to as many as 5,000 or more. A few wholesalers can supply 
most of these. 

It is not merely as a warehouseman that the wholesaler is a 
valuable distributing agent. He supplies credit. He buys in 
large quantities from distant manufacturers, paying promptly 
and selling small lots to retailers, extending liberal credit. The 
wholesaler sometimes helps to finance both the producer and the 
retailer. As a judge of goods, the wholesaler is fai* superior to 
most dealers. His advice and that of his salesmen not only as 
to quality of merchandise but as to the best assortments and 
means of display is often sought with profit. Furthermore, the 
wholesaler’s salesmen may give valuable help in general merchan¬ 
dising and store management, such as what constitutes a balanced 
stock and the number of price levels most profitable for each 
class of goods. Nearly every wholesale stock represents numer¬ 
ous products that would require warehousing, either by the 
manufacturer or by the retailer, if the wholesaler did not make 
provision for carrying them in the required quantities at a 
convenient point of distribution. 

In the later paragraphs the services most valued by the manu¬ 
facturers who depend upon wholesalers are considered at length. 
In Table 7 an attempt has been made to list the various types of 
wholesalers and to credit them with the different services which 
each performs. No attempt has been made to correlate those 
services with the functions given above; however, such correla¬ 
tion is not difficult. 

Selling falls under 1 a; warehousing under 2 6; financing dealers 
under 3 6, etc. Securing dealers, bookkeeping, supplying mer¬ 
chandise service, and advertising are not so obviously classed. 
Securing dealers is part of selling, as is supplying a merchandise 
service. Advertising is another part of selling, wdiile bookkeeping 
is one of the facilitating functions; that is, record keeping is a 
necessary part of the whole processes of business, including the 
distribution of goods. 

The Troublesome Question of Trade Discount. —With so many 
classifications of middlemen, all performing some service but 
some offering many more services than others, the problem of a 
fair trade discount, or compensation, becomes difficult. If a 
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full-service grocery wholesaler is given 15 per cent off list as his 
compensation, how should a cash-and-carry jobber be paid? 
He concentrates on warehousing and collecting. The common 
practice is to allow him 15 per cent discount also; tin n he reduces 

Table 7 —Functions oi< Wholesaiing 
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his prices to his customers. When in competition, the full- 
service wholesaler often meets the price of the short-service 
houses. The dealers are the judges of whether the difference in 
prices of the two jobbers (full-service and cash-and-carry) is 
sufficient to compensate the dealers for doing their own deliver¬ 
ing, paying cash, and selecting their goods. As with every other 
business, if cash-and-carry prices are too high, customers will be 
lost; if too low, money will be lost. 

The broker, who only buys or sells and furnishes information, is 
given a small brokerage fee. As he frequently sells to whole¬ 
salers, their discount is not changed because of the added pay 
that is given him. 


Table 8.—Per Cent op Net Operating Expenses for a Few Selected 
Industries, Showing the Comparative Cost of the Different 
Types of Distributors for Various Products 



Total 

Amuse¬ 
ment and 
sport 
goods 

Auto¬ 

motive 

Clothing 
and fur¬ 
nishings 

Groceries 
and food 
(spe¬ 
cialty) 

Elec¬ 

trical 

goods 

Manufacturers sales 
branches (with stock) 

11 

18 

7 

12 

8 

8 

Manufacturers sales 
branches (without 
stock) 

6 

15 

5 

6 

13 

6 

Agents and brokers 

2 

13 

6 

3 

1 

6 


Some time ago the General Electric Co. attempted to make out 
a series of discounts for their agents who sold electric bulbs. 
These discounts covered the usual functions or services. For 
each function or service a special compensation was arranged in 
the form of an added discount. For example, collecting on time, 
keeping adequate stock, selling, securing new agents, etc., were 
each the basis for discount. The system was abandoned, prob¬ 
ably because the schedule of payments was not satisfactory. In 
Table 8 an attempt has been made to ascertain the cost of doing 
business for some typical jobbers. Then by comparing services 
with the expense of doing business a fair approximation is arrived 
at for the cost of each service. The figures were computed from 
data given in the 1935 census of business. 
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As these costs are averages for different kinds of business, they 
will not be applicable to any specific class of merchandise; but the 
method of arriving at costs may be applied to any particular line 
desired. 

Until cost-accounting systems are improved to show what part 
of the expense of doing business is required for each service the 
enterprise has to offer its customers, only approximations will be 
either practical or possible. But considering that the funda¬ 
mental purpose of a business is to render service, it seems only 
common sense that the cost of the firm's operations should be so 
analyzed that the expense involved in each part or division of a 
service can be accurately allocated. 

Wholesaler’s Functions Most Valuable to Manufacturers.— 
The value of wholesalers in the distribution of goods varies 
according to the functions they perform and the particular indus¬ 
try in which they are engaged. In response to a questionnaire 
sent to a large number of manufacturers, a producer of cereals 
evaluates his wholesalers for (1) warehousing; (2) deliveiing; 

(3) collecting; (4) bookkeeping; no other services are men¬ 
tioned. This was a national advertisci’ who does his own selling. 
In the hardware field the rating was (1) securing orders; (2) 
warehousing; (3) delivering; (4) advertising. Proprietary medi¬ 
cines rated (1) warehousing; (2) delivery; only these two were 
mentioned. Another firm put collecting first with these two 
following in the same order. 

A large paper mill, which specializes in bonds and writing 
papers, named (1) securing orders; (2) delivering; (3) ware¬ 
housing. Manufacturers of paper specialties put them in this 
order: (1) securing orders; (2) securing dealers; (3) warehousing; 

(4) delivering; (5) advertising; (6) collecting; (7) financing 
dealers; (8) bookkeeping. The preferences for petroleum prod¬ 
ucts ran (1) securing orders; (2) securing dealers; (3) ware¬ 
housing; (4) delivering; (5) collecting; (6) bookkeeping. With 
lubricants the preference was (1) warehousing; (2) delivering, 
(3) securing orders; (4) securing dealers; (5) collecting; (6) 
advertising; (7) bookkeeping; (8) financing dealers. These are 
BO generally typical of all answers that adding others would only 
be a repetition. 

No one function stood out as being valued above others. 
With firms doing little or no consumer advertising, selling (secur- 
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ing orders) was rated highly, as was sceuring dealers. With 
extensive advertisers, warehousing, delivering, and collecting 
were rated highly. This was to be expected. It was surprising 
to see many firms showing appreciation for the bookkeeping done 
by wholesalers. If collections had becui includf'd, it would have 
been understandable; but as there was a separate mention of col¬ 
lections, that co\ild not be the explanation. In “soap products'* 
one manufacturer placed bookkeeping second, ahead of delivering 
and warehousing. He put collecting first so that there was no 
confusion between th(‘ two. 

In the following i)aragraphs the service's of full-servic(' and 
mutual drug wholesalers an* analyz(‘d and listed. Later the 
authors attempt to show o])eraling costs for various types of 
wholesalers, an estimate which throws light on the costs of each 
function. 

We n'peat, accurate analysis of distribution costs cannot be 
made until accountants set uj) their own accounts in such a way 
as to show' th(' expense involved in each a(‘tivity. Lumping 
“admiiiistralioii costs” with selling is extn'mely illogical. Prob- 
ably it is done* so oft(*n because the officcTs are ashamed to make 
public how rnucli they ar(' paid, especially when they are produc¬ 
ing little or no profit for the firm which employs tlu'm. 

Service Drug Wholesalers. Th(‘ services offerc'd by the 
“regular” drug wholesah'rs are not strikingly diffen'nt from those 
offered by similar w'hoh'salc'is in tin' grocery and hardware fields. 
It is largely in the selling activities that the service wholesalers 
differ from other types, although supplying credit is not included 
in tlu‘ risks of most of the limited-s('rvic(* wholesalers. 

Under Buying and Selling the following activities are listed by 
the National Wholesale Druggists Association: 

1. Help introduce new items to the rotiiil (riid(‘. 

2. Aid retniler mid irimuifiictiirer in creation and increase of doinaiid for 
particular products liy window-display service and instruction of retailer in 
selling methods. 

3. Give full supjiort to inannfacturers’ mercliandismg policies and pro¬ 
grams in regard to prices, terms of sale, intensive sales drives, and by passing 
on retail helps and technical information about the product. 

4. Travel salesmen regularly and fully, meeting every retailer at regular 
intervals. 

5. Give complete and easily accessible coverage to every retailer as the 
result of location in every wholesale center. 
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6. Serve every retailer within a territory, without reforenee to mmntitv 

of purchases, with credit extension as needed and without any sneeial 
requirements as to conditions of service. ^ 

7. Maintain displays of merchandise for retail selection. 

8. Distribute in lota smaller than the manufacturer can afford .o dis- 
tribute. 

9. Buy in advance of sales ami have full stock available for imm..diate 
order nlliiig. 


10. Select and carry Roods suitable for the trade. 

!!• Forecast needs of trade for staple aiul sundrv' lines 
12. Maintain complete stocks at all times. 


Other services offered are 


1. Provide and maintain full a,s.s()rtiin*iit of items needed or likely to be 
needed in a territory so as to fill orders completely and p nnpfly for both 
regular and emerRency nicrcliandise. 

2. Provide warehouse .space and special car(‘ and protection where needcl 
for all classes of merchandise l>otu(‘(‘ii tune of purchase and sale 

3. Assume responsibility for transportation of inerchamlise to own 
warehouse. 

4. Prepay transportation to eustoiiiers, or not, dejieiidinR on coiiqieti* ion 
and trade custom in the territory. 

5. MaintaiiiiriR roRiilar fr(*e local delivery S(*rviee to local customers. 

6. Owners provide entire capital for opcrai -m of business. 

7. Pinanci* inamifacturcrs by buyiiiR their stocks, carryiiiR all financniR 
costs save for credit extended by the manufacturers. 

8. Finance retailers by extendiriR credit as needed. 

9. Provide credit dciiartinent to administer credit control. 

10. Take ordinary business risks. 


Mutual or Cooperative Wholesalers.— Tliis \y\n^ of wholesale 
house, especially in the drug field, is very similar to the full- 
service house. Its services, as listed by the Wholesaif' Druggist 
Association/ follows 

1. Assist in introducinR limited number of new* items to retail i.ade. 

2. Aid retailer and manufacturer in creation and increase in demand for 
a particular product as far as can be done without the continuous personal 
contacts or salesmen. 

3. Support mamifacturers’ iiierchandisinR policies and proRrams to the 
extent permitted by lack of travelinR salesmen and by the lower price policy 
or rebate system used. 

4. Have few or no regular traveling salesmen covering territory inten¬ 
sively but may have good-will service contacts at intervals. 

5. Give coverage of membership in those territories where located, 
selecting for members those who meet certain specified conditions. 

^ “Distribution through Drug Channels,” published by the Association. 



134 


Miirketing Policies 


6. Serve members who conform to such conditions as may be specified 
as to quantity of purchasesi cash payment, or prepayment of goods and 
other special terms of service. 

7. Maintain displays for retailers’ selection. 

8. Sell in lots smaller than the manufacturer can afford to serve directly. 

9. Buy in advance of sales and have stock available for immediate order 
filling. 

10. Select and carry goods suitable for retail trade. 

11. Forecast needs of trade for staple and sundry lines. 

12. Maintain stocks at all times. 

Table 9 has been compiled from various figures put out by the 
Federal government. The business-census figures have been 
used in part, and the data provided by the Works Progress 
Administration, under the direction of the Security Exchange 
Commission, have provided most of them. The purpose in giv¬ 
ing these is to supply a basis of comparison of costs where the 
services offered retailers differ widely. The table on Functions 
of Wholesaling (Table 7) can be used in checking the various 
activities of the three different types of distributors whose costs 
are given (Table 8). 

In Table 10 is shown the conventional breakdown of figures and 
costs of three different types of large-scale distribution in the 
grocery field. Comparing such different types of expenses as 
taxes, rents, royalties, depreciation, and the like in no way 
illuminates how costs are made necessary by providing service to 
customert* Whether one of these institutions has an advantage 
in the actual costs of buying; whether there is a saving in trans¬ 
portation by one which the others have not accomplished, and 
other items of service that constitute their business are not 
revealed. These are the things by which their efficiency, or lack 
of it, should be judged. Again the authors would like to call 
attention to the fact that, even in the government analysis, 
administrative costs are lumped in with selling costs. It must be 
apparent that a considerable part of the administration’s activi¬ 
ties pertain to other things than selling, and, aside from conveni¬ 
ence in covering up the cost of the administration, there seems to 
be no reason whatsoever in combining these two items. If they 
were separated, they might reveal some interesting information 
concerning the real cost of administration of the different types of 
enterprises. It is also quite possible that with more careful 
study of administrative costs means could be found greatly to 
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Table 9.—Pbb Cent op Operating Expense to Net Sales 


Kinds of businesB 

Full-ser¬ 

vice 

whole¬ 

salers 

Manufac¬ 

turers’ 

sales 

branches 

(with 

stock) 

Manufac¬ 

turers' 

sales 

branches 

(without 

stock) 

Agents 

and 

brokers 


Total 

12 

Total 1 
11 

Total 

6 

Total 

2 

Amusement and sport goods.... 

17 

18 

15 

13 

Automotive. 

16 

7 

5 

6 

Beer, liquors. 

13 

14 

11 

4 

Chemical and paints. 

16 

26 

9 

10 

Clothing and furnishings. 

13 

12 

6 

3 

Coal and coke. 

9 

16 

3 

5 

Drugs (full line). 

12 




Drug Sundries (specialty). 

20 

27 

21 

6 

Dry goods (specialty). 


10 

3 

2 

Dry goods (full line). 

14$ 



1 

Electrical goods. 

17 

8 

6 

6 

Farm products (raw materials) 

6 



1 

Farm products (consumer). 

10 

24 

20 

3 

Farm supplies. 

12 

15 

13 

2 

Furniture. 

13 

14 

8 

5 

General merchandise. 

7 



3 

Groceries (full line). 

8 



2 

Groceries (specialty). 

13 

8 

13 

1 

Hardware. 

18 

15 

9 

6 

Jewelry and optical goods. 

19 

11 

9 

6 

Lumber and construction. 

16 

16 

11 

6 

Machinery and supplies. 

20 

21 

6 

9 

Metals and metalwork. 

13 

9 

2 

3 

Paper and its products. 

18 

12 

5 

5 

Petroleum and its products. 

12 

20 

14 

2 

Plumbing and heating equip- 





ment. 

19 

20 

13 

10 

Tobacco and products (except 





leaf). 

5 

1 

1 ^ 

3 

Waste materials. 

1 



4 


Notb: a breakdown of the coet of hardware aaleemen in terms of calls is given in 
Appendix D. 
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reduce them. In the same way, combining selling costs and 
administrative costs prevents a careful analysis of what it costs 
actually to sell goods, and this is the chief item of expense of all 
the types of institutions considered. Any attempt to compare 
efficiency is made impossible by the published figures. 

Wholesale Hardware Well Organized.^ —No trade association 
in the field of distribution that has come to the attention of the 
author has produced as revealing a set of sales records as the 
National Wholesale Hardware Association. The tables showing 
operating expenses for wholesale hardware houses (Tables 11, 12) 
are condensed from these records. In other ways also this line 
of business has the reputation of being of high type and high 
efficiency. The amount of investment for successfully operating 
a wholesale hardware business is more than for most kinds of 
goods. This means that only the more substantial types of mer¬ 
chants can engage in it. It is one of the few kinds of business in 
which the distributor is often a better businessman than the 
producer. 

This Association canvassed a large number of hardware manu¬ 
facturers in regard to their selling policies. The survey made in 
1937 showed that only 30 per cent of all manufacturers of hard¬ 
ware had written sales policies; 40 per cent had sales policies they 
believed were clear to themselves and to their distribi^tors, 
although they were not written; 5 per cent were doubtful about 
their sales policies; 25 per cent had no definite sales policies. 

The shortcomings of their sources of supply have been sum¬ 
marized by the hardware wholesalers as follows: 

1. They have planned their sales policies on the basis of “all 
the traffic will bear.'' 

2. Their charge for the service of conversion is out of propor¬ 
tion to real, legitimate costs. 

3. They have substituted machine and process for labor, 
appropriating the great savings for themselves. 

4. They have maintained costly branches, high-pressure sales 
organizations, and specialty men to force their products illegiti¬ 
mately, even in the face of the fact that they are paying the 

^ The following paragraphs of the chapter have been taken from a master's 
thesis by Ralph H. Langsam, “Distribution of Hardware in the United 
States,” for the Graduate School of Business Administration, New York Uni¬ 
versity, June, 1940. 
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wholesaler for the service of selling, thus duplicating this item of 
cost. 

5. They have discriminated among their customers, allowing 
great discounts to some, while refusing them to others. 

6. They have charged losses, created in low-price volume sales, 
to other, less favored customers. 

7. They have demanded that wholesalers buy their complete 
lines in order to obtain certain popular items in the line, then have 
turned around and sold their popular numbers to chains and 
catalogue houses, often at much lower prices. 

8. They have abused their trade-marks by making the same 
goods under other brands and selling them at lower prices. 

9. They have made their highest quality goods and sold them 
unbranded to the chains at low prices, thus creating ruinous com¬ 
petition for their standard brands as sold through wholesaler- 
retailer channels. 

10. They have announced a policy of wholesaler-retailer dis¬ 
tribution, then sent iheir specialty men to sell both the dealer and 
the consumer directly. 

Selective Distribution. —Many hardware manufacturers have 
found it efficacious to adopt a sales policy providing for selective 
distribution. Still others appoint prominent wholesalers in non¬ 
conflicting trading areas as exclusive distributors of their prod¬ 
ucts. These policies tend to give the producer closer supervision 
of the sale of his liru' and frequently increase his volume of dis¬ 
tribution, because such distributors, in their desire to maintain 
their appointment, adopt every weapon at their command to do 
a real selling job rather than merely take orders, as is the cavSe 
when the manufacturer offers every “fly-by-night,” “office-in- 
his-hat” distributor the privilege of selling his line. 

The following is a suggested sales policy frequently adopted by 
manufacturers pursuing a policy of selective distribution. 

Selective Distribution 

It is our policy to select a limited number of distributors in a trading 
area who will work in harmony for the sales promotion and successful 
distribution of our product. 

Resale Prices 

It is our policy to suggest such resale prices as will compensate the 
distributor for services rendered. In territories where we have no dis- 
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tributor representation, we reserve the right to solicit business and sell 
directly, in which event we will maintain our own resale prices. 

Stocking Distributor Differential 

It is our policy to maintain a price differential between the dis¬ 
tributor who stocks our products and one who does not. 

Cooperation 

It is our policy to support our distributors in furthering the sales of 
our products: 

1. By educational and sales promotional activities with the dis¬ 
tributor’s selling organization. 

2. By supplying adequate sales literature. 

3. By such other means as will encourage the direction of sales 
through recognized distributors. 

It is our belief that in return for the aforementioned support given 
the distributor by the manufacturer, the distributor has the definite 
responsibility of adopting a policy of support to the manufacturer in the 
distribution of his products by 

1. Giving aggressive sales representation. 

2. Carr3ring an adequate stock of the manufacturer’s products. 

3. Giving proper service to buyers. 

4. Cultivating his natural trading areas intensively. 

5. Otherwise practicing loyalty to a manufacturer whose policy com¬ 
prehends sales through the distributor. 

Pricing Policies for Wholesalers.—Although most manufac¬ 
turers are reluctant to furnish information about their costs and 
profits, the author has Pure eded in obtaining the following 
data relative to pricing from a few prominent manufacturers in 
the industry. 

1. A nationally advertised kitchen household product. 


a. Cost of raw materials.!. $0.22 

b. Cost of production.- 0.75 

e. Sales and advertising costs. 0.27 

d. Overhead costs, including warehousing. 0.02 

c. Profit. 0.16 

/. Selling price to wholesalers, delivered.. c. 1.42 

g. Resale price to retailers. 1.75 

h. List price. 2.75 


2. The following figures are a combination of three representa¬ 
tive products of a prominent tool manufacturer. They repre- 
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sent an average of the three popular items, per dozen, and are 
designed to show the general picture. 


a. Cost of raw materials. $ 1.19 

b. Cost of production—productive labor only. 1.72 

c. Sales and advertising costs. .77 

d. Overhead costs, including all labor not employed in 

productive operations and warehousing. 3.43 

e. Profit. .31 

/. Selling price to wholesalers, delivered. 7.42 

g. Resale price to retailers. 10.67 

h. List price. 16.00 


3. A well-known builders' hardware manufacturer supplied 
the following figures for a product typical of the complete line: 


a. Coat of raw materials. 27.858% 

b. Cost of production. 23.873 % 

c. Sales and advertising coats. 11.606% 

d. Overhead costs, including wareho\ising.. 26.298% 

c. Profit. 10.365% 

/. Selling price to wholesalers, delivered... $11.50 per dozen 

g. Suggested resale price to retailers. 15.32 per dozen 

h. List price. 25.56 per dozen 


4. A leading manufacturer of steel goods and garden tools 
submitted the following information for a product which is 
typical of the rest of the line: 


a. Cost of raw materials. $0.17 

b. Cost of production. .... 0.67 

c. Sales and advertising costs. . 0.06 

d. Administrative, overhead, and warehousing costs... 0.10 

c. Profit. 0.10 

/. Selling price to wholesalers, delivered. 1.00 

g. Resale price to retailers. 1.33 

h. List price. 2.00 


5. Another tool manufacturer presented the following figures, 
all of which are based on one dozen: 


a. Cost ol raw materials. $0.11 

b. Cost of production. 1.07 

c. Overhead costs, including warehousing, sales and 

advertising costs. 1.03 

d. Profit. 0.29 

e. Selling price to wholesalers, delivered. 2.60 

/. Resale price to retailers. 3.33 

g. List price. 6.00 
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6. A very prominent cutlery manufacturer submitted the 
following data about three items in their line. All prices shown 
are per dozen. 



Pocket 

knife 

Hunting 

knife 

Sheer 

a. Cost of raw materials. 

$ 1.12 

$ 5.54 

S 2.00 

h. Cost of production. 

2.27 

3.23 

0.98 

c. Sales and advertising costs. 

1.80 

3.54 

1.17 

d. Warehousing costs. 

0.07 

0.07 

0.07 

c. Overhead costs. 

3.75 

5.33 

1.62 

/. Profit. 

2.99 

3.29 

1.66 

g. Selling price to wholesalers, delivered.... 

12.00 

21.00 

7.50 

h. Resale price to retailers. 

16.00 

28.00 

10.00 

i. List price. 

24.00 

42.00 

15.00 


The above figures, which are said to be typical of the entire 
industry, indicate that the wholesaler averages a 33)^ per cent 
markup on his cost, or a 25 per cent gross margin on his selling 
price; and the retailer earns a 50 per cent markup on his cost, or a 
33H P^r cent gross margin on his selling price. 


Table 10.— Per Cent of Sales, 1937 



Depart¬ 

ment 

stores 

Mail¬ 

order 

houses 

Chain 

grocery 

Gross profit. 

28.3 

28.3 

20.3 

Expenses charged to operations—maintenance 
and repairs. 

0.8 

0.6 

0.5 

Depreciation and depletion. 

1.5 

1.2 

1.0 

Taxes (other than Federal income). 

2.1 

1.1 

1.3 

Management and service contract fees. 

0.0 

0.0 

a 

Rents and royalties. 

1.8 

1.0 

2.0 

Provision for doubtful accounts. 

0.2 

1.9 

a 

Selling—general and administrative expense. 

18.8 

17.5 

14.5 

Total expenses charged to operations. 

25.2 

23.3 

19.3 

Net profit from operations. 

3.1 

5.0 

1.0 


• Denotes less than of 1 per cent. 


Expressed still another way, on the average 50 cents of every 
dollar spent by a consumer in a hardware store goes to the 
manufacturer, 16% cents to the wholesaler, and 33% cents to 
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i 1 

O « 

09 Cl o o o d o' o « <-1 ^ o d o 00 ci 01 n d ^ ^ d d 

Rocky 
Moun¬ 
tain and 
Pacific 
Coast 

2.10 

2.06 

0.82 

0.21 

0.15 

0.37 

0.81 

2.60 

0.42 

4.22 

0.94 

1.95 

0.29 

0.63 

0.42 

17.86 

2.43 

2.19 

2.99 

0.26 

i.35 

1.28 

0.59 

5.30 

Miasouri 

River 

2.66 

2.30 

0.95 

0.34 

0.22 

0.37 

0.56 

2.55 

0.60 

5.62 
1.05 

1.63 
0.35 
0.62 
0.43 

20.18 

3.63 

2.42 
2.44 
0.31 

1.43 
1.21 
0.28 

2.04 

West 

Central 

2.16 

2.03 

0.87 

0.24 

0.24 

0.37 

0.80 

2.52 
0.84 
4.92 
1.00 

1.60 

0.41 

0.47 

0.26 

18.66 

2.08 

2.26 

3.59 

0.12 

1.53 
1.35 
0.28 

3.07 

Eastern 

Central 

2.28 

1.87 

0.77 

0.17 

0.16 

0.42 

0.73 

2.14 

0.44 

4.51 

0.80 

1.58 

0.38 

0.61 

0.43 

17.04 

2.33 
2.03 
3.74 
0.09 

1.34 
1.12 
0.26 

4.05 

South¬ 

western 

2.43 

2.06 

0.70 

0.20 

0.11 

0.35 

0.73 

1.72 

0.32 

4 51 
1.02 

1.53 
0.32 

0.58 

0.21 

16.66 

2.52 

2.21 

3.37 

0.21 

1.54 
1.25 
0.35 

3.96 

Gulf 

2.65 

1.98 

0.69 

0.19 

0.16 

0 40 
0.66 
2.05 
0.28 
4.31 
0.68 

1.79 

0.41 

0.86 

0.41 

16.98 

1.79 

2.44 

3.95 

0 32 
1.56 
1.08 
0.95 

5.48 

South 

Atlantic 

2 22 
1.42 
0.66 
0.23 
0.18 
0.26 
0.73 
2.49 
0.37 
4.58 
0.98 

i.84 

0.61 

0.56 

0.32 

17.24 

2.21 

2.33 

3.36 

0.15 

1.56 

1.09 

0.46 

3.82 

North 

Middle 

Atlantic 

2.95 

2.12 

0.90 

0.20 

0.24 

0.45 

1.22 

2.02 

0.34 

5.65 

1.58 

1.40 

0.62 

0.53 

0.35 

20.59 

2.23 

2.63 

4.07 

0.08 

1.44 

1.16 

0.42 

1.88 

New 

England 

3.36 

2.20 

1.00 

0.18 

0.28 

0.38 

1.11 

2.49 
0.46 

5.49 
1.79 

1.63 
0.50 
0,59 
0.40 

21,67 

3.00 

2.63 
3.05 
0.19 
1.39 
1.14 
0.29 

2.53 


Management. 

Office salaries. 

General office expense. 

Legal and collection expense.. . 

Heat, light, water, and power. 

Repairs and depreciation on buildings, fixtures, etc.. . 

Boxing and packaging, trucking and drayage . 

Store and warehouse salaries. 

Advertisiag. . 

Remuneration and expense of salesmen. 

Rent and other real-estate charges. 

Insurance; taxes other than real estate, including 

Federal tax. . 

Interest on borrowed money . . 

Loss from bad debts.. . .... 

Other miscellaneous expenses. 

Total expense. . 

Interest at 6 % on capital and surplus. 

Percentage of returned merchandise to sales.. 

No. of turnovers. 

Interest paid by customers on overdue accounts. 

Revenue from cash discounts. 

Cash discounts given customers... 

Misoellaneous income. 

Net profit after interest, discount, and miscellaneous 
iniwme. . 
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the retail merchant. In spite of this seemingly high cost, no 
competitive method has been found which takes the place of 
the hardware wholesalers in the United States. 

Table 12.— Summary of Expenses of Wholesale Hardware Houses 
Showing the office and sales expenses, in terms of per cent of sales, for each 
item, for the six making the least money and the six most prosperous. 
Six making least money 


Execu¬ 

tives’ 

salary 

Office 

Ware¬ 

housing 

Selling 

Total 

Loss 

Class 

2.83 

4.77 

4 35 

6.92 

23.39 

0.25 

D 

3.39 

2.89 

3.68 

4.19 

20.91 

1 83 

B 

4.70 

2.94 

4 17 

5-85 

22 66 

2 41 

C 

1.77 

3.11 

5.15 

8.03 

21.59 

2.40 

A 

1.59 

3.14 

6.30 

6.31 

19.48 

1 01 

C 

1.87 

3.16 

2 73 

5.85 

18.89 

0.23 

B 


Six most prosperous 







Profit 


1.99 

2.92 

2.67 

4.06 

14.58 

9.01 

B 

0.85 

2.82 

3.10 

4.41 

16 29 

8.92 

B 

2.33 

3.03 

3 31 

3.10 

16.39 

8.65 

C 

2.00 

2.51 

2 75 

5.30 

16 15 

8.11 

A 

1.57 

2.59 

4.39 

4.36 

16.94 

7.58 

D 

1.61 

2.65 

3.40 

4.58 

13.73 

8.11 

D 

General average 

2.47 

2.83 

3.70 

5.28 

18.46 ' 

3 65 



C 14 ABB: A. volume of busineas up to $500,000; B, $500,000-$!,000,000; C, $1,000,000- 
$8,000,000; D, $8,000,000 or more. 
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CHAPTER VIII 


Teamwork with 
Distributors 


No One “Owns” the Customer.—In only a few lines of mer¬ 
chandise is there still contention over whose customer the con¬ 
sumer is. Mill brands advertised by the manufacturer cause 
most of the dissatisfaction, and it is in the paper industry that 
the situation is felt most acutely. The wholesale paper houses 
for many years handled all the paper that went to print shops. 
All the brands were distributors^ brands and were owned by the 
wholesalers. Then many of the paper mills began to put their 
watermarks on some kinds of paper and to advertise them, first to 
printers, then to consumers. 

The jobbing paper houses resented this on the following 
grounds: 

1. The printers were customers. The jobbers were paper 
specialists and advised their customers—the printers—as to the 
best kinds, weights, and finishes of paper to use for various jobs. 
This was an important service. 

2. If special brands were advertised, when the jobber did not 
carry the specified brand, his customers were forced to go to other 
sources of supply. The jobbers logically argued that no whole¬ 
saler could carry all the brands put out by the different mills and 
that the "'new idea” was disrupting the business. 

Perhaps the paper wholesalers had a more legitimate grievance 
than most other large-scale middlemen, but the tendency of mill 
brands to increase continues. A notable feature of this con¬ 
troversy is that, in the earliest competition, it was the manufac¬ 
turers' brands which came in to compete with wholesalers' 
brands. Meanwhile, in both food and drug houses, the whole- 
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salers started pushing their own brands in competition with the 
manufacturers^ brands which they were distributing. The third 
stage is that the large retailers^ and especially the chains, are 
featuring their own brands, which compete with both the manu¬ 
facturers’ and the wholesalers’ brands. 

At least in theory there Ls no reason why a manufacturer should 
maintain a sales organization or do any selling e. eej)! to the dis¬ 
tributors who voluntarily come to him. There was a time in 
this country when that was true to a grc^at (‘xtent. Importers 
and manufacturers of such staples as sugar, baking soda, over¬ 
shoes, and cotton fabrics could turn their output ovei to estab¬ 
lished distributors, who wcn^ merchants in a large way. Few 
merchandise men could run a factory, and very few fabricators 
have any aptitude for selling. But with a hood of new inven¬ 
tions, the wholesalers surrendered their opportunities. Th(*y 
did not want to assume the responsibility of going out to create 
a market for such an item as baking powder, proprietary medi¬ 
cines, and a large number of kitchen utensils which housewives 
had to be taught to use. 

When the wholesalers refused to distribute such worthy mer¬ 
chandise, the manufacturers sought othci mevans. Some sold 
“patent rights’^ to special agents limited to designated territories, 
and they created a market by teaching the use of the new product. 
Others, especially the compounders of medicines and remedies, 
went direct to the ultimate consumers with advertising and so 
created their own markets. As a matter of history, the proprie¬ 
tary medicines were among the first advertisers to build up a 
market by advertising. 

The amount and kinds of cooperative sales promotiem thst may 
be profitably undertaken by a manufacturer and his distributors 
can be considered most advantageously if the diffen*nt classifica¬ 
tions are clearly in mind. In the following paragraphs a brief 
review is presented in which the characteristics of the different 
classes are shown, with emphasis on the w^ay selling methods 
are modified in compliance with those characteristics which dif¬ 
ferentiate the various classes. 

Four Classes of Goods. —This is not the place to go into 
the relative merits of mill brands versus distributors’ brands. 
Rather the problem here is to consider w^oiking arrangements 
between manufacturers and distributors so combined that their 
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united efforts will be most effective. This will be made easier by 
a review of the classification of goods and of the way each is dis¬ 
tributed. There are four classes of merchandise when goods are 
considered from the sales angle: 

1. Convenience goods. Newspapers, magazines, cigarettes, 
chewing gum, and in general all those items for which a consumer 
will accept a substitute rather than leave the store and look else¬ 
where for his favorite brand. 

2. Shopping goods. Conversely, these are the items of 
merchandise for which a buyer will go to some considerable 
inconvenience to get his choice or for which he wants to make 
comparisons before purchasing. 

3. Industrial goods. These are used primarily in producing 
consumers' goods, in construction, and in transportation. They 
are raw materials, fabrication machinery, transportation equip¬ 
ment, and factory supplies. 

4. Technical goods. There are a large number of items in this 
class. General consumers do not buy technical goods on their 
own judgment, but on the advice and direction of professional 
men and specialists. Medicines prescribed by physicians, parts 
of automobile engines, furnishings dictated by interior decorators, 
and building materials requisitioned by architects are of this 
class. Where a technician is the consumer, as in supplies for a 
dentist, then of course the consumer makes the selection for 
himself. 

It will be noted that no mention is made of services, real 
estate, or securities, which are all included in a comprehensive 
classification of things bought and sold.^ For the most part they 
fall under shopping goods, although real estate has many charac¬ 
teristics which would include it under industrial goods. This 
classification is for the purpose of considering methods of selling, 
and all the items mentioned would unquestionably come under 
shopping goods from the buyer's attitude. 

Convenience Goods.—There are such a large number and 
variety of convenience goods that any consideration given them 
as part of a general text must be sketchy. The authors will 
choose a few typical products for discussion, hoping that they 
will be illustrative of the principal items that fall in this class. 

^ Hugh E. Agnew, Robert B. Jenkins, and James C. Drury, "Outlines of 
Marketing,” McGraw-Hill Book Company, Inc. 
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Nails, for example, are seldom sold under brands. The market 
could not be stimulated by advertising. No one would put up a 
barn or fence sooner than planned because nails were cheap; 
neither would one defer building because the price was tempo¬ 
rarily high. One manufacturer\s product is about the same as 
every other’s. So selling nails is primarily a matter of price to 
distributors, including terms and transportation coste. There 
are literally th ousands of similar articles. The market is inelas¬ 
tic, the maker unidentified, and convenience of sujiply is the 
most important influence in selling. 

To have a sufficient number of wholesalers who will do the 
warehousing and who are so closely in touch with the retail hard¬ 
ware trade that they stock in the sizes, quantities, and form 
wanted is the nail manufactun*r’H chief marketing (‘oncern. Like 
all manufacturers, he A'ery dcTmilely wants a retail price that is 
satisfactory to the consumer. Por many years such staples as 
sugar, cotton sheetings, rubber o\ ershoes, and nails were sold by 
retailers without profit. They were th(‘ original loss leaders. 
Qualities wTre alw^ay^ the same, so far as the consumers could 
^eo, so the store’s price's were judged by these basic items. While 
a low price will not stimulate demand for products like nails, a 
high price will usually prevent sales when a consumer is actively 
in the market; that is, it will send a customer to another store, 
which may mean a different make. 

There are a large number of convenience goods for which the 
market is elastic and which are identified, or branded. With 
few exceptions the two are found together branding and at least 
limited advertising. Where quality is practically the same, as in 
granulated sugar, there would not seem to be much gained by 
placing a brand on an item, but the tn*nd is steadily toward 
identifying packages with at least some advertising. (Quality 
here is used in its broadest sense, including attractiveness of 
package, if any, and sanitary handling.) 

Convenience Goods Identified.—The line bj twec'n convenience 
and shopping goods when both are >)randed is not sharp. If a 
c’:stomer refuses to take another brand of cigarette, leaves the 
store, and walks two blocks in the rain to get his favorite brand, 
for him cigarettes are in the shopping class. The authors 
believe this to be an exception. If all the different makes of 
cigarettes were not identified except by an initial letter, it is 
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difficult to believe that there would be a very general discrimina¬ 
tion. There is at least a strong presumption that a preference in 
cigarettes is largely built up by advertising and founded upon 
differences so minute as to be difficult to detect. Probably the 
same is true to a great extent of many items like soap, gasoline, 
chewing gum, tea, and coff(‘e—to mention just a few. However, 
if that preference can be built up and maintained at a small cost 
it is good business to do so. 

Adding a mark for identification changes the operator\s sales 
problems materially. He is no longer selling just an item of mer¬ 
chandise, but merchandise plus the prestige of the manufacturer 
and an implied promise by him to see to it that each item is satis¬ 
factory to the final buyer. With nails, it may be perfectly satis¬ 
factory to turn an exclusive territory over to a wholesaler. 
Volume of sahvs is the one criterion of success. Retail sales 
may not be large, but if enough contractors and industrial 
users are supplied to compensate, the r(\sult may be regarded as 
satisfactory. 

With a branded consumer article, particularly if it is advertised, 
the fabricator is interested in building good will. This can¬ 
not be aceomplish(‘d wilhout extensive retail sales. In this 
case no exclusive grants should be giv(‘n wh()l(\salers for specified 
districts iinh'ss they can ensure sales to practically all stores 
which would be logical outlets in the territory eoven^d by the 
advertising. While large sales to hot (‘Is or oth(‘r commercial 
institutions might provide a satisfactory volume, if the product 
was used up without having the identification carry through to 
the actual consumer, little gocjd will would result, luuice there 
would be inadequate returns from the consumer advertising. 

Distributors for Branded Convenience Goods. —Seldom will 
the manufacturer of conv(*nierice goods find it profitable to sell 
direct to retailers; the cost is too great. As will be considered 
later, highly j)erishable goods, likt* bakery products and meats, 
need to move rapidly, so all unnecessary transactions and han¬ 
dling between producer and consumer are avoided. But usually 
convenience goods go from their source direct to wholesalers and 
chain and department stores. In order to secure the widest 
possible distribution, no outlets are barred. By that means the 
greatest results from the advertising can be secured. As prices 
will be different to independent stores from those given the large- 
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scale distributors, retail prices will probably vary. This may 
alienate some of the independent retailers, but the arduous task 
of maintaining; prices is the only way to prevent it. Price main¬ 
tenance may also be so displeasing to the large stores that they 
will discourage the sale of a product. 

Point-of-sale advertising, such as window displays, direct-mail 
adv(Ttising, store signs, counter displays, and package inserts 
may be provided. These are usually more attractive to stores 
which do a limited amount of advertising for themselves than for 
the large retailers who maintain advertising departments. 
Standard Brands, Inc., have found such a service popular with the 
small foodstores. It helps to compensate for the higher price 
that they i)ay lor goods. This is true in proportion as the dealer- 
aids adverti.se the store, not merely a definite product which may 
})riug the dealer a limited profit. This is all illustrated by a pack¬ 
age insert for coffee which said, in effect, 

Look over our shelves for breakfast suggestions; cereals to serve either 
hot or cold, excellent breads for toast—which might be different on 
different days—jams, jellies, and honey to serve with toast. Then make 
.''lire oi the coffee, your breakfast will be judged by the coffee more than 
anything else. Schilling's is excellent. 

The great trouble with advertising sent to the store is that so 
much of it i.s never used. J']vcn when it Is requested, it is fre- 
(piently neglected and sometimes not usf'd at all. The lietter 
adv(‘rti.sing it is and the more attractive phy.sirally, the better 
the chance of iis being displayed as intended. If the merchant 
lia.s some small part in it, like having his imprint included, or if he 
is willing to pay transportation charge.s, there is greater certainty 
that he will avoid delay in placing it where it will do the most 
good. 

Unle.ss the manufacturer has many items, or his products bulk 
large in the wholesaler’s bii.sine.s.s, not much selling effort will be 
forthcoming from the latter’s salesmen. However, this should 
be expected. Convenience goods do not require much sales per¬ 
suasion; if the^y did, they probably would not be in that classifica¬ 
tion. And goods which sell with little effort on the part of clerks 
u.sually get little from the wholesaler’s representative. 

Cooperative Advertising by Competitors. —Often the amount 
of education necessary to .secure a wide sale for a convenience 
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item is so great that no one advertiser can profitably undertake 
such a campaign, while, if a concerted effort is made by the indus¬ 
try, the expense is divided, the campaign is made more effective, 
and everyone profits. The cooperative coffee campaign of a few 
years ago was an example. It was commonly believed until 
recently that coffee was harmful for a large part of the population, 
if not for all. To combat that prejudice was too expensive an 
undertaking for any one firm. The growers and importers 
joined in an educational campaign to overcome the prejudice 
against coffee. The Massachusetts Institute of Technology was 
employed to make an investigation of the physiological effects of 
drinking coffee. Two years were required for a thorough investi¬ 
gation, which showed the popular apprehension to be almost 
wholly without foundation. To acquaint the public with the 
result, these investigations required an extensive advertising 
campaign. It was futile to depend upon publicity, and to wait 
for the public to ^'discover the truthwould take too long. 
Advertising accomplished the desired effect in a short time, and 
in the first two years the sale of coffee increased 399,000,000 
pounds.^ 

Similar stories could be told for oranges, for prunes, for raisins, 
for cement, for tea, for greeting cards, for cut flowers, and for a 
number of other products. 

The cooperative campaign, to be successful, must reach the 
sympathies and interests and appeal to the understanding of the 
public to which it is addressed. The end sought must be suf¬ 
ficiently important both to the industry and to those the industry 
serves that promoters can afford to appropriate sufficient funds 
for its accomplishment. Ample time must be allowed to make 
results possible. Habits cannot be changed overnight, nor can 
125,000,000 people be convinced of the merits of a proposition in 
a few weeks. 

The idea of a cooperative campaign is that it lays the basis, or 
prepares the ground, for individual sales efforts. The paint 
campaign—'^Save the surface and you save all”—convinced 
readers that it was more expensive to allow wood and metal sur¬ 
faces to deteriorate because unprotected than to buy paint. In 
other words, they were advised that they “could not afford not to 

1 Hugh E Agnew, “Cooperative Advertising by Competitors,” Harper & 
Brothers. 
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paint/' Then each paint manufacturer could follow on and urge 
the advantages of his particular brands of paint and varnish. 
So with coffee. After the joint campaign had broken down the 
prejudice against coffee, each roaster could concentrate his sales 
efforts on selling his coffee. He did not need to spend any money 
in the defense of coffee as a drink. 

Failure of cooperative eampaigns is attributed to causes similar 
to those which have accounted for the failure of individual cam¬ 
paigns. When an industry has chosen a slogan and, with little 
or no thought for the buyer's welfare, has publicized that slogan, 
failure has usually followed. ''Eat more bread" by the associa¬ 
tion of flour millers; "Walk more" by the sole leather manufac¬ 
turers; "Read more books" by the publishers' association all 
came to grief. These advertisers had copied the methods, at 
least in part, of the "Save the surface" campaign and the "Say 
it with flowers" success. In the first three the reader could see 
no benefit to himself by following the advertising. In the last 
two, the reader could easily see that it would be to his advantage 
to comply. As a condolence, or harbinger of sympathy, the one 
who could not think of a suitable message to write was helped out 
of his predicament by saying it with flowers. 

While cooperative advertising by competitors has been dis¬ 
cussed along with convenience goods, it should be understood 
that it has been found quite as effective with shopping goods as 
with those classed as convenience. Davenports, face brick, oil 
burners, decorative fences, and automobile tires are some of them. 
In a sense, most consumer adverti.sing done by manufacturers is 
to help retailers sell their products, and properly comes under 
the topic Teamwork with Distributors. 

Economies of Manufacturers' Advertising. —Th(‘ manufac¬ 
turer is in a position to advertise niore economically than his 
distributors except in a few rare cases. To secure the best team¬ 
work, each should do the part which he can do best. In keeping 
the advertising under his own supervision, the manufacturer is 
complying with that principle, and he should go to all necessary 
pains to explain his position to distributors. Often the retailer 
feels that the advertiser who supplies him merchandise has 
arranged his advertising campaign with little or no consideration 
of how it affects his particular store and the stores of others 
similarly situated. The real idea of a well-planned campaign is 
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for the very purpose of assisting the retail trade. If retailers fail 
to see this and to appreciate the advertiser\s plan, they will make 
little effort to cooperate and the influence of the campaign will be 
materially weakened. 

While retailers somtitimes advertise their own stores with skill 
and economy, they seldom have much conception of national 
advertising and are at a loss to see how it is possible for a manu¬ 
facturer to save money by using sj)acp which costs up to $15,000 
for a single page. Pjxplanations are made difficult because it is 
so hard to get (‘ost figures on advertising as reflated to sales. 
Seldom does any firm make sales costs public, and, on the rare 
occasions when the figures are available, they are invariably on 
different bases. One manufacturer includes sampling with his 
advertising, another does not. One charges window displays to 
selling and another to advertising and so on through a list of 
items which; taken together, make a wide differerui* in results. 

Following arc a few authentic figures which, contrasted with 
the cost of advertising of one of the leading stores of the country, 
are convincing evidence that national campaigns can be con¬ 
ducted at less expense per dollar of sales than retail advertising. 

The Holeproof Hosiery Company built up its business pri¬ 
marily by magazine advertising, appropriating 10 per cent oi 
sales to cover costs. The Campbell Souj) Company primarily 
by magazines and car cards have held advertising and sales costs 
to 5 per cent of sales. Packer's Tar soap built and inaintained 
its business for many years without salesmen, and on an appro¬ 
priation of 10 per cent of sales. More than 90 pvr cent of this 
amount went into the popular magazines. 

As compared with these, “Advertising Mediagives a tabu¬ 
lation of advertising costs for one of the largest department stores, 
covering nine of the principal departments in the store. In no 
case were sales made for as little as 9 per cent of the department 
advertising costs. The range was from 37.6 to 9.1 per cent in 
the eight newspapers used. This was representative of the store's 
advertising, which costs more than a million dollars a year. 
The advertising costs for this store are slightly less than 5 per 
cent of total sales. The sale of unadvertised merchandise was 
what brought the percentage down. As much of retail adver- 

^ By Hugh E. Agnew and Warren B. Dygert, McGraw-HiII Book Com¬ 
pany, Inc. 
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tising is for the purpose of attracting buyers to the store to shop, 
it is sometimes charged against total sales rather than separate 
departments. 

The authors have repeatedly attempted to get the relationship 
between the cost of a storeys advertising and the sale of goods 
actually advertised. One important merchant said: don’t 

know, Fve never had the heart to investigate.” It is well estab¬ 
lished that even the largest retailers are not equipped to go out 
and create a market such as had to he done for mechanical 
refrigerators, for vacuum cleaners, for radios, or even for a new 
form of laundry soap. After manufacturers have created such 
markets, the stores are quick to take advantage of the new sales 
possibilities. 

Tht' reason why advertising can be done more economically 
on a national scale is not obscure, but promoters of local media 
have so skillfully confused the issue that few have taken the 
trouble to analyze it. Popular magazines have an advertising 
rate of $3 a page or less for each 1,000 families who buy copies. 
A large numlx'r arc* pass(*d to other families, so that the rate is 
3 cents for somewhcTc betwc'en 10 and 20 families. With such 
an c'xtensiv(‘ distribution of the advertising message, the cost of 
prc'paratioii lu'cd not be limitc'd. If $1,000 to $1,500 is invested 
in art work and color plates, that represents only an additional 1 
cent or 1^2 e(‘nts for the 10 to 20 families just mentioned. For 
a retailcM- to ged out a single jheee of advertising at such an initial 
cost would be impractical. 

With radio advertising, the same* condition prevails. First- 
class talent for a good program costs far more than the toll for 
any single station. Like paying $1,000 to $1,500 for the mechani¬ 
cal preparation of an advertisement to be published, it is out of 
proportion for a small circulation, but that amount expended for 
a program on a national hookup brings the unit cost to a reason¬ 
able sum. 

Again, in the use of posters or painted bulletins, the cost of 
space rental is very reasonable, from lb to 25 cents per 1,000 cir¬ 
culation. But again, the design and the lithographic plates are 
hO expensive that, unless the display is to be extensive, the unit 
costs are too great. For example, to pay $800 to $2,000 for a 
poster design and reproduction plates is a reasonable expenditure 
for 5,000 to 10,000 posters, which will make a strong campaign 
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for the whole country; but only in cities of a million or more 
would 100 outdoor displays be necessary for coverage. So it 
often happens that the limited advertiser skimps on his design, 
which cheapens his campaign and weakens it. 

Distributors for Shopping Goods. —Shopping goods are of many 
varieties and classifications. They vary all the way from auto¬ 
mobiles and oil burners to toik^t soap and hosiery. Division lines 
are not sharply drawn. What one woman will shop for assidu¬ 
ously, another will accept on the recommendation of a clerk or as 
a matter of convenience. 

These different attitudes are important from the manufac¬ 
turer's angle. He wants the best possible distributors and is 
willing to cooperate with them to the limit to make a market for 
his product. To him the problem is: what sales and advertising 
policies will enable retailers to sell the most of our products at a 
profit? 

The campaign to the small consumer, for reasons just reviewed, 
will be in the hands of the manufacturer. If distribution is 
restricted to regions or even to some local districts, different 
arrangements may be more satisfactory. Other factors are still 
more important, particularly the selection of distributors. 

If retailers can get a large part of their stock from one manu¬ 
facturer, as in the case of men’s suits and overcoats and paints and 
varnishes, it is evidently advantageous to sell them direct. 
Some of the large food manufacturers have so many branded 
items which are sold in all grocery stores that they sell direct. 
Procter & Gambl(‘ sell direct to the urban centers but turn their 
distribution over to wholesalers in rural districts. 

Some stylo goods fall in this class and are sold direct to stores. 
Buyers of women’s wear regularly go to Chicago, Cleveland, or 
New York to make their selections, then ship them by express so 
that they can surely be placed on display before the style changes. 

Department and chain stores buy the most of their stocks 
direct from manufacturers and usually beat down the prices, in 
some cEiscs below those giv(m wholesalers. It is not uncommon 
for one of these to take the complete output of a small factory. 
In such cases, the goods are sold under the store label, whether 
in the shopping or convenience classification. 

Many goods, like a large part of musical instruments and 
radios, are sold direct. Generally, where the unit price is high. 
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the merchandise is not sold through wholesalers. American- 
made watches are an exception, being sold through wholesalers, 
whereas imported watches are mostly sold direct. 

Vertical Cooperative Advertising. —Where a manufacturer has 
a sales-promotion effort, part of the cost of which is borne by his 
distributors, it is called “vertical cooperative advertising,” or 
“sales promotion.” This may take many different forms. In 
the automotive field the manufacturer prepares a considerable 
amount of advertising which he expects distributors to place and 
pay for. This is in addition to the national campaign and sup¬ 
plements it. It may be newspaper advertising which carries the 
dealer's name. It may be the circulation of form letters which 
are prepared by the manufacturer and sent to a list of prospects 
supplied by the dealer and mailed at his expense. The distin¬ 
guishing feature of this is that it is practically compulsory for 
the dealer, who bears the expense but who has little or nothing to 
say about the form and content of the advertising. 

Different Methods in Vertical Cooperative Advertising.— 
There are many ways in which cooperation can be carried on 
profitably between a manufacturer and his distributors. The 
type of goods, the number of middlemen, and custom are the 
general factors which determine the kind of cooperative sales 
effort. In the following seven classes it has been attempted to 
give the more important methods: 

1. Cooppratc through publication advcriisiiig. 

2. Supply store fixtures and equipment which facilitate the sale of the 
product. 

3. Provide ad, ertising for display in and about the store. 

4. Provide advertising for wholesalers and retailers to distribute. 

5. Develop dealers; that is, help them to be better merchants so they can 
sell more of your goods. 

6. Provide outdoor and car-<*ard advertising. 

7. Use miscellaneous means, such as referring inquiries to dealers. 

May we repeat, all consumer advertising, even the advertising 
done cooperatively with competitors, has for its purpose to help 
distributors make sales. P'or that matter, making a good article 
and placing it in an attractive* package is of valuable assistance 
\0 the store in selling it, but that should not be confused with the 
deliberate plan to help a store sell the product, which would not 
be done if the product were to be sold some other way than 
through a store. 
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Cooperative Advertising in Newspapers. —On the surface, it 
looks like a very simple matter for an advertising manufacturer 
to prepare copy, select newspapers, and divide the costs with 
dealers; but it is far from simple. One of the things that com¬ 
plicate th(‘ situation is the scale of rates charged by nearly all 
newspapers 

The trouble starts with the newspaper rates, which are higher 
for national than for local advertising. The overcharge runs 
from 10 to 100 per cent or more. The principal reason given for 
this differential is that solicitation for national advertising costs 
more than for local. It may not be generally understood that 
practically all newspapers are under contract with advertising 
representatives, who have offices in the cities where most national 
advertising originates. These representatives get 15 per cent on 
the gross amount of advertising that goes out from the districts 
they represent to newspapers on their lists. They may never see 
the advertising until aftei it is published, but they collect their 
service commission of 15 per cent according to contract. Add 
this to the 15 per cent charged by the advertising agent for his 
service and 30 cents is gone out of each dollar before anything is 
applied to space cost. 

If an advertising manufa(‘1urer wants to use newspapers 
coopeiatively with his distributors and places copy through his 
advertising agent, the distributors complain that rates are high 
If an attempt is made to have the dealers buy the space, the manu¬ 
facturer never knows just what his space is going to cost until 
after the billing is in. Besides, the local merchant is not usually 
a very good media man. He does not appreciate the benefit of 
special positions, nor is he an exacting buyer, especially when a 
‘‘rich’' firm a long way away is paying such a large part of the 
cost. 

Some advertisers have had their salesmen go to the local news¬ 
paper along with a representative from the store to arrange the 
advertising schedule. This puts the newspaper on notice that 
the manufacturer is intere\sted in the campaign, and so it is classed 
as national advertising and the rate fixed accordingly. 

To submit copy to stores in advance and have them get rates 
and schedules is possible, but it involves a terrific amount of cor¬ 
respondence and may delay the campaign. There are approxi¬ 
mately 2,500 newspapers - morning, afternoon, and Sunday—in 
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the United States. No advertiser would use more than a small 
percentage of them; so, much dissatisfaction develops among his 
distributors. The aggressive dealer in a city of 5,000 fi^els 
aggrieved if his local newspaper is not included in the list, esp('- 
cially when he sees an advertisement for his competitor in a neigh¬ 
boring city of 30,000. Again, when there are two or more store's 
in a district which handle a manufacture^^s products, how is the 
advertising cost to be appropriated among them, sin(‘e tlu'y may 
vary in size and in the amount of goods sold? Sometimc's to 
apportion costs according to the dealers’ purchases is satisfactoiy. 
But there are many cxc('ptions to this. 

Foreign and Local Newspaper Rates. —This rate difTt'K'uiial 
works a hardship on the national advertiser in this way, whether 
he is doing cooperative advertising or not. Supi)os(' (ji(*ncral 
Foods want to advertise Maxwell House coff(‘(' in newsi)apt'is. 
Placing copy in the regular w^ay through their advertising ag(‘nt, 
they may have to pay twice as much for space iis the A & P 
store pays for similar space for Bokar coffee. The copy and 
display may also be prepared by an advertising agent hut sent 
to some designated store in a city to arrange for the adv(‘r- 
tising. The cost of this advertising can he allocated to tin* 
different stores in proi)ort.ion to sales or according to the size' of 
the inventories. 

About the most feasible plan, where tliere is no exclusiv(‘- 
agency arrangement, is for the advertiser to place his coj)y in the 
accustomed way, include the names and addresses of all the ston's 
to participate, and then divide their share of the costs according 
to sales. 

In order to give the advertising a local flavor, the advc'rtiser 
sometimes solicits the assistance of the local n(‘wspaper. One 
furnace company instructed its dealers to nolify their iiewspaper 
every time a new^ furnace was installed. The n('w'spai)er took a 
photograph of the building, which w^as sent to the advertiser. 
He in turn prepared the copy, and his distributors gladly shared 
the expense of the advertising. Some newspapers made a 
nominal charge for the photograph; some did not ('ven make a 
charge. 

Where a piece of store eejuipment definitely helps sell a manu¬ 
facturer's product, it is obviously to his interest to provider some¬ 
thing that will be an ornament to the store. Particularly is this 
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true if the equipment would be expensive for a merchant to 
provide for himself, but if, when purchased in quantities, it can 
be had by the manufacturer at a reasonable cost. It will prob¬ 
ably be a profitable investment. The equipment used by gas 
stations is mostly furnished by the oil e.ompany whose product is 
to be sold. This includes pumps, portable tanks, hose, etc., 
apparatus which is necessary in the conduct of the business. 
Further, it enables the owner to provide that only his products 
may be vended with the equipment supplied. There is no doubt 
that equipment furnished gratis is not given so good care as that 
owned. Even so, supplying equipment has not yet become a 
derious burden in the oil industry. 

Display equipment is provided in great variety and for many 
different classes of stores. A handsome sliow(‘ase loaned to cigar 
stores by the General Cigar Company was to be placed in the 
front of the store and used to display brands made by that com¬ 
pany. This assured the choicest display space in the store and 
induced many stores to carry larg(*r stocks so that the case would 
always be full. 

The Eversharp Pencil Company j)rovided dealers with a very 
attractive display case that looked well on a counter. No 
charge was made for it, but it was stipulated that at least half of 
the space should b(‘ used to display Eversharp products. The 
psychological effect was good, for it made it appear to customers 
that the store sold many more pens and pencils of that brand 
than of any other. 

Sherwin-Williams got out a fine display rack for paint. This 
was sold to the retailer at cost, which was far less than he could 
have bought it for anywhere else. Th(*se are only a few of many 
that might be recalled, but they are typical and suggestive. 

Providing Advertisements for Store Displays. —This is another 
of the seven forms of cooperation mentioned above. There are 
many forms and many conditions which influence this kind of 
advertising. Where the agent has exclusive sale, as of men's 
clothing sold under a brand, all the display material supplied will 
be welcomed—but not always used. In the case of Willard bat¬ 
teries, the signs and most of the other display material is only 
loaned. The store which sells batteries must offer service as well 
as merchandise. If this service is not satisfactory to consumers, 
the factory takes the agency away from that store. To be sure 
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that it no longer poses as a certified agent, the Willard display 
signs are also taken. Most contracts for automobile distributers 
specify that all signs bearing the name of the car must be sur¬ 
rendered along with replacement parts when the sales contract 
is terminated. 

However, it is not with exclusive dealers that the scramble for 
display space becomes acute. It is aggressive in the drug field, 
where each store may carry 4,000 to 5,000 different items, only 
a very few of which may be given any display space. It is here 
that the manufacturer should consider the dealer’s interests. 
The display of unprofitable merchandise or of advertising mate¬ 
rial for unprofitable merchandise should not be considered even 
when the advertiser is willing to pay libcTally for the display. 
The druggist is in the merchandising business. His profits come 
from the sale of profitable merchandise, not from conducting an 
advertising-display business. For exam])le, the sal(‘ of court 
plast(‘i is such a small item and the demand is so lU'arly inelastic 
that the store could not concei\’aV)ly use valuable display space 
for it with profit. Kven if the manufacturer were willing to pay 
liberally for any space assign(‘d his products, it would still be 
inadvisabh* A chain of cigar stores attempted a few ye^ars ago 
to go into the advertising business. For a dollar a month, each 
store would accept and display an exhibit up to the size of a 
streetcar card, provided the merchandise* was carried in stock. 
The advertising rev(*nue was the only profit the* chain made that 
year. The sale of cigarettes and some other fast-s(‘lling but 
unprofitable merchandise was not aff(*cted, but profitable items, 
which suffered because of th(* miscellan(‘ous displays, failed to 
show the usual profit. 

The Vexing Window Displays.—The absurdity of a druggist 
renting a display window to show shoes or neckwear is apparent. 
It is not materially different if he rents the same window for the 
display of crutches, packaged calomel, or asaf(*dita, when th(; 
display will not add a dime to cither sale or profit. In the case 
of products liaA mg an elastic market, particularly those of 
considerable volume of sale, it may be good business to accept 
the manufacturer’s offer of compensation for unusual displays. 
The size and length of time should be strictly limited. With 
another class of products, those offering meager profit but bought 
frequently by a large number of people, like razor blades, toilet 
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soap, and even cigarettes, keen advertisers sometimes make 
window displays to get people into the store. 

The grocei' has quite a different prol)lem with his display 
windows. He handles less than half as many products as the 
druggist, and his profits come primarily out of a few groups, such 
as t)utt(M- and oleomargarine, canned goods, coffee, tea, and cocoa. 
A manufacturer in one of these fiedds could well afford to arrange 
an elaborate window display and expect the stores through which 
he distribut(‘s to cooperate enthusiastically—even on occasion to 
pay something for the display. This is a striking contrast to the 
condition in th(‘ drug field, where remuneration might reasonably 
be given for th(‘ us(' of a display window. In one case, the display 
might stimiilab* enough Imsiness so that routine sales would return 
adecpiate profits. In the other, the limited sale could scarcely 
be expect(‘d to r(‘pay the cost of maintaining the display. Of 
som(‘ grocery products, like salcTatus, the sale is so small and 
inelastic and the profit so meager that tlu' store (‘ould get no 
profit from a display in a valuable window, and th(‘ small amount 
that a manufacturer might be willing to jiay for the use of a 
window would not coinjicnsate for the loss of a more profitabl(‘ 
display. 

What is the best way to secun^ window display sjiace? is a fn' 
(pient question. There are a number of partial answers, but no 
one great specific which tak(*s care of every cas(‘, so far as the 
authors have bcuni able to l(*arn. Bordtm salesmen are nHpiired 
to arrange for and place the point-of-sale disjilay. Tlu* manu¬ 
facturer who sup])lies his sal(\smen with automof)il(\s has found a 
happy solution, provid(‘d that the said salesmen are thoroughly 
convinced that the displays will increase busiiK'ss. They must 
be sold on th(* idea and in turn be able to convince the retailer 
that it is worth while. 

In urban and oIIkt districts where the density of poimlation 
makes many stores necessary, there are usually window-display 
firms available. They secure the space, install the display, and 
take it out at the end of the period agreed upon. If the window 
display is at all elaborate, requiring the use of goods as well as 
display material like crepe paper and backgrounds, this is about 
the only practical method. 

Some advertisers employ window-display men to devote their 
whole time going from store to store. This produces some excel- 
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lent windows, but the cost tends to be excessive. Someone has 
to arrange for the use of the window in advance; someone has to 
take the display out. If only the store's goods have been used, 
\iith inexpensive material that can be discarded, then the store 
can remove the display. Where there is something of an invest¬ 
ment in display material, the window trimmer may return and 
remove his property, perhaps carrying it to another store for 
installation. This is not usually agreeable to the second store, 
particularly if it is a competitor of the first. Where the stores 
are in different cities it may work. If, however, an attempt is 
made to tie in window displays with consumer advertising in 
publications and radio, the displays should all go in at the same, 
or approximately the same, time, which is another advantage in 
employing someone who can give an organized display service. 
Only in handling the simplest displays can the ordinary salesman 
be trusted. Some advertisers attempt to give all their salesmen 
a course in window trimming. It is about as successful as 
attempting to give them a course in art. A few succeed, but most 
fail, if they are expected to originate a display or even to modify 
a display to fit an unusual window. 

The Store Helps to Promote Sales. —The matter of circulariz¬ 
ing consumers in cooperation with retailers discussed at some 
lenght in a later paragraph. This is Item 4 of the general plan 
given on page 155. Under this head, some kinds of sampling 
might be discussed but, as a separate chapter is given to that sub¬ 
ject, it will be passed heae with only incidental mention. 

The basic idea of communicating sales messages to consumers 
by and through the retailers who supply them is not merely to 
secure an inexpensive distribution of advertising material, 
although that may result. What seems to the authors to be of 
much greater importance is that this method of communication 
can be made so much more personal. For example, as I vvrit(‘ 
this there is on my desk a circular letter ostensibly from the 
Lawrence Sales & Service Company, the local agents for the 
Oldsmobile. Indeed, it has a signature at the bottom which 
only an advertising man would know was made from a zinc etch¬ 
ing. It begins "'Dear Mr." with my name. The size of the 
stationery is the same as is usual in social correspondence. 
Pages 2 and 3 are lithographed, with my name "put in" in red 
with a small brush. 
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The letter is very nicely printed. In fact, it is of a qual¬ 
ity not obtainable in the little city where the sender ha.s his 
business. I know that it was prepared and printed by the 
advertising department of the Oldsmobilc Company or by its 
advertising agent. For all that, it has a personal quality and 
an individual appeal which no publication and no radio adver¬ 
tising could possibly carry. By most of the 1,500 or 2,000 
people who received it, it must have been accepted as a personal 
communication. 

It is not mer(‘ly the mechanical form, however, that makes it 
s('em so intimate. The message eoncerns the care and upkeep 
of my (‘‘your"’) automobile. These are of course about the same 
as that d(unanded by the 25,000,000 other automobiles on the 
public highways. Yet because the message is written in a per¬ 
sonal way and presented in a form so in keeping with the nature 
of the message*, I a(‘cep1 it as the advertiser hoped I would. The 
authors beli(*ve this to he one of the most important phase of 
direct-mail adv(‘r(ising 

Th(*re are many little utilities which are given to consumers to 
fost(*r good will. An example was a coffee measure which was a 
great convenience to hous(*wives. It jirovided a means to get an 
accurate proiiortion of coffee and hot water. It was the coffee 
packor\s hope that it would he used exclusively for his product 
and that he would get all the resulting good will. The little 
mea.sures carried the manufacturer's name, under which his coffee 
w\as packed. They cost about $8 a thousand. Instead of send¬ 
ing these direct to dealers for distribution—he sold direct—he 
asked the dealer to display a sample, then send in the names of 
customers who requested them. When the request was received, 
a form letter was personally typed, (‘xplaining how much gratifica¬ 
tion the firm got in sending the measure with its compliments, 
and how they hoped that it would help the recipient to enjoy 
coffee. The expense, including the letter and the wrapping and 
postage on the measure was about 15 cents each—to give away 
an item that cost less than 1 cent. The formality of the letter 
might have been appropriate for presenting a present of substan¬ 
tial value, but with the cent measure it was ridiculous. The 
retailers were antagonized that they were given so little recogni¬ 
tion. So by trying to monopolize the good will, the manufacturer 
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obtained no increased business but hostility on the part of dealers 
and mild contempt frpm consumers. 

Dealer Education.—The fifth and last of the cooperative 
methods is the diflicult task of educating dealers. It has taken 
many forms, varying from instruction in writing collection letters 
to expounding business principles and the economics of exchange. 
All these attempts have been of good intent, yet most of them 
have been ineffective. Burroughs Adding Machine Company 
and the National Cash Register have both done some excellent 
work along the line of encouraging better records and, particu¬ 
larly, more revealing accounting pertaining to costs. As might 
be expected, much of this instruction has led up to the use of the 
adding machine and the cash register, but by no means has this 
been true of all the educational effort made by these firms. 

The National Cash Register Company has gone futher in 
this typf' of instruction for distributors, particularly for retailers, 
than any other manufacturer in the country. The work is 
regarded as so important that a subsidiary, the Merchants 
Service Bureau, has been organized to handle it. 

If there is a wide difference in quality and price for articles of 
similar appearance, it behooves the manufacturer not only to 
point out the difference in quality but to make plain just what 
that difference means to the consumer. Two suits of clothes 
may l)oth be ‘^all wool,” but if one is of shoddy and the other 
from virgin fleece, the difference in value is so great as to be 
startling. The quality of lemon extract depends largely on the 
quality of alcohol used in the manufacture. The difference in 
automobiles is supposed to be demonstrable. The difference 
between leas and coffees is to an extent a matter of taste, as it is 
with apples. Even when a man has been in the shoe business for 
years he finds it difficult to explain to a customer why one shoe 
sells at 86.GO while a similar-looking shoe sells for 810.50. From 
these few simple illustrations, it is easy to see that educating 
retailers and retsilers' clerks to the point where they can judge 
some merchandise is a very large undertaking. A few years ago 
the associated full-fashioned hosiery manufacturers put on a 
campaign to explain to the public the difference between full- 
fashioned hosiery and the “shaped” hosiery, which is made from 
tubing and stitched to give it form. The very considerable sum 
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of $150,000 was spent in the campaign, and it failed so utterly 
that not even the clerks in stores were really convinced of the 
difference. 

Help for Salespeople in Stores. —For years the Cravenette 
Company of the United States tried to get over to the public and 
more emphatically to clerks in retail stores just what the craven¬ 
ette process was, but with little success. Then a happy idea 
occurred to the advertising manager. He employed Montague 
Glass to write a humorous story with his famous characters Abe 
and Morris as partners in a retail clothing store. One partner 
explains to the other that cravenetting is not a fabric, that it is 
processing a fabric to make it waterproof. The story was printed 
in a tiny booklet and sent out to a large number of clothing stores 
for distribution to clerks and to favored customers. Other copies 
were offered on request. Almost immediately the campaign was 
a success. Although the copy cost $2 a word, as reported, the 
expense was moderate. 

Store demonstrations and sampling are both helpful in making 
the store personnel appreciate the difference in quality, particu¬ 
larly as it affects the consumer. To attempt to get salespeople 
in stores to know goods as the manufacturer knows them is not 
possible. In the larger stores buyers are specialists and really 
know their merchandise. If these buyers are also salesmen, 
they know what to tell the public. Is it not apparent that this 
goes to the heart of the whole merchandising system? The buyer 
selects, not necessarily the best goods, nor the ones that she 
would prefer for herself, but the ones that the public will prefer 
at the time and place. Good advertising is founded upon sensing 
the public's preferences and then making the offer in a way to 
appeal to those preferences. Dealer education, with a vast 
variety of merchandise, has much the same purpose. The sales¬ 
man may explain to the buyer, but the salesman's employer 
should assist the buyer also in explaining the products to clerks 
in a way that they can carry through to customers. 

Fortunate is the firm which has a product that lends itself to 
demonstration. A little hot water on pepper brings out its flavor 
and readily indicates the quality or the comparative qualities 
where more than one is under consideration. A drop of vanilla 
on a half spoonful of granulated sugar enables one to judge the 
flavor or comparative flavors. Such simple tests are a great help 
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in making quality merchandise appreciated. Complicated 
manipulation of apparatus that is difficult to follow may have a 
place in the sample room, but not in a store, especially where the 
buyer has to wait on customers while he is trying to follow the 
demonstration. Asking salesmen to carry a lot of demonstrating 
devices, which they handle awkwardly, is a sure way to get them 
discouraged with the plan and to shirk it. On the other hand, a 
simple, convincing demonstration is a delight to most salesmen. 

A Dealer Lesson. —The following is a condensed presentation 
which the Brackett Products Company of Cincinnati, Ohio, pre¬ 
pared to give dealers a lesson in the advantages of reducing 
stocks to the best sellers. The original undertook much more 
than that, but it is too voluminous to reproduce here. The firm 
manufactures two products; Drano for opening sluggish drains 
and keeping them open, and Windex, a liquid chemical window 
cleaner. While the authors do not have data available for verifi¬ 
cation of the figures and relationships given, they do believe the 
principles presente»d to be sound, the figures to be accurate. 

A survey was mad(‘ in which it was discovered that of every 
100 women, 09 have trouble with drains during the year. Of 
these 69, 37 use Drano; 6 use Sani-Flush and other toilet-bowl- 
stain removers; 7 use lye; 3 use kitchen cleansers; 7 use mechani¬ 
cal devices; 7 engage plumbers; and 2 buy competing drain 
opimers. 

Greas(' was the principal trouble maker, as 83 per cent reported, 
and 50 per cent said the kitchen sink gave the most trouble of all 
drains. Using the wrong relief agent had given trouble to 40 
women in each 100. 

“You sell or permit 16 of the 69 drain-opener customers to 
buy products to open clogged drains which cannot do so,“ is an 
accusation made at the dealers. And the reasons why the Sani- 
Flush, lye, and kitchen-cleanser users (16 of them) get bad 
results is explained. 

To advertise and sell Drano for clogged drains and Sani-Flush 
to remove stains will increase sales—stop loss of customers, add 
to your profits. Drano sells for a bettiT price and pays a spe¬ 
cialty profit. 

Plungers, wires, etc., and plumbers take your profit on 14 of 
ever> 69 drain-opener customers. Of the families reporting, 67 
should use Drfino, leaving the 2 with the competing products. 
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To provide for the sale of two competing products, the retailer 
carried an average of 2)4 brands. He satisfied 37 people with 
Drano. This means he carried 1)^ products to serve two cus¬ 
tomers. Each competitive drain opener stocked doubles operat¬ 
ing costs. Yet the other drain openers increase sales only 5 per 
cent (2 over 37). Shelf space, stock, and labor go up nearly 100 
per cent. Duplicating brands may not increase sales but is sure 
to increase expense. Free deals of a product that has only occa¬ 
sional sale do not compensate for the added cost. The remedy 
is to advertise Drano aggressively to keep drain from clogging. 
Don’t wait until they are actually clogged before reminding 
customers. This will about treble your business. 


Table 13 — Drano Yearly Sales by Size of Store 


Size of store 

No of 
customers 

No cans if 
Drano IS sold 
for stoppage 
only 

No. of cans if 
Drano sold for 
prevention 

Small 

200 

276 

828 

Medium small 

300 

414 

1 242 

Medium 

500 

690 

2,070 

Large 

1 000 

1,380 

4 140 

Super 

5,000 

6,900 

20,700 


The dominance of Drano in the market greatly facilitated 
making out a convincing ctise in its favor. However, Windex 
has by no means such an established position, so it will be interest¬ 
ing to follow the presentation made for it. 

The following list applies to each 100 families and accurately 
represents their habits in cleaning windows: 

24 use watrr only 

18 use ammuiiia and water 

16 use a cleansing or scouring powder or cake. 

9 use soap and water 
9 use A inegar and water. 

3 use kerosene and water. 

5 use miscellaneous cleaners. 

16 use liquid chemical cleaner. 

These 24 who use water alone give no profit. The 18 
ammonia, 16 scouring powder or cake, 9 soap, 9 vinegar, and 3 
kerosene users, 55 in all, buy a product which represents only a 
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commodity profit. ThiLS is also true of the 5 in the miscellaneous 
class. None are plus sales with the specialty profit. Only 16 
are in the most profitable class of plus sales; that is, 1 family in 
each 6. Of every 100 families in this class, Windex supplies 69 
customers and all others 31. The average of these buys four 
bottles at 20 cents each and a sprayer for 15 cents annually. 

When you start with competitive products you are bidding for 
the business of three families in ten. Seven already buy Windex 
(69 of each 100). What happens when you add a low-priced 
window cleaner? Suppose you are now selling Windex only; say 
100 bottles. You add a 10-ccnt competitor. Suppose the sales 
go up 30 per cent, or 130 bottles. That will not mean 100 bottles 
of Windex and 30 bottles of the ten-center. Instead your Windex 
will fall off to 50 and the ten-center will get 80. So instead of 
100 bottles at 20 cents or S20, you will have 50 bottles or $10, 
plus your 80 bottles at 10 cents or $8. You have sold more 
bottles but hav(^ received less money and less profit. Your num¬ 
ber of sales has increased by 30, but that means more sales 
expense. 

This is a summary of a fet(*hing argument to dealers, illustrated 
with drawings, graphs, and tabulations. It was an argument of 
the manufacturer for selling his product, but it was also good 
merchandising policy for all products. 

Other Examples of Dealer Tie-ups.—In the men’s clothing 
business the manufacturer furnishes illustrations or mats for 
his retailers. These arc sent without cost if and when requested. 
The manufacturer’s name is usually more prominent than that 
of the dealer, but the dealer pays the whole of the space cost, 
borne of the leading manufacturers get out style books. These 
are handsomely illustrated, part, at least, in color. Occasionally 
a manufacturer is sufficiently cooperative to place the dealer’s 
name on the front cover in place of the producer’s. The dealer 
supplies a list of names, pays the postage and a part of the cost 
of the books. This is not resented, for the style book is so well 
gotten up that the store could not afford anything so elaborate 
if it were to assume all the expense. It is another example of 
saving by mass operation. 

Some manufacturers solicit the cooperation of their distributors 
for pester or car-card advertising. A common practice is to send 
a miniature of the proposed display and invite an order for the 
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number the store is willing to place. This supplies the retailer a 
far more artistic and effective display than he could afford to 
provide for himself, but his share of the cost is lar'ge when he pays 
all the space rental. 

Placing the name of a manufacturer or the trade name of his 
product in the local telephone book and giving the dealer's num¬ 
ber is a recent development. The telephone company gives a 
special rate and makes a contract with the manufacturer. It is 
usual for the dealer to pay a small monthly charge; P^xamples 
can be found in almost every telephone book. 

Where sales are direct to dealers it is an easy matter to refer 
consumer inquiries to the nearest dealer, or, if there is doubt, to 
the two or three who seem to be nearest. These inquiries, which 
come primarily from the national advertising, are immensely 
valuable in building good will, both for the manufacturer and for 
the dealer who follows it up. One of the weaknesses of distribut¬ 
ing goods through wholesalers is that the advertiser does not know 
the stores where his goods are sold and he cannot refer complaints 
or inquiries to them. Sometimes this is overcome by offering 
wholesalers’ representatives a premium for a list of the stores he 
sells. Some wholesalers do not permit this. To send inquiries 
to the wholesaler with a request that they be forwarded to a 
retailer is not very successful. For the most part, wholesalers 
do not feel that they can afford to take the time to do this work 
for manufacturers. So most careful advertisers who distribute 
through wholesalers use special care to avoid provoking such 
consumer inquiries as Where can I get it?” The expression is 
common, “If you can’t get it from your dealer, send direct to 
us.” However, some advertisers go to the opposite extreme and 
invite inquiries. Where this is done booklets, folders, and model 
letters are prepared in advance to cover the great majority of 
questions. It is an expensive matter to write individual letters 
in large numbers, but it is a good-will builder. On the contrary, 
a vast amount of aggressive ill will may be created by failing to 
give courteous attention to communications received from cus¬ 
tomers and prospective customers. 

Other forms of dealer helps and dealer cooperation will be con¬ 
sidered under Sampling. 

Merchandising the Advertising. —firm’s advertising is so 
largely a detailed and itemized account of the services the firm has 
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to offer that no time or effort should be spared to make customers 
and prospective customers understand at least the definite 
objective of the campaign. The only legitimate reason for being 
in business is to perform some useful service. When there is no 
profit, a searching examination is recommended to compile all 
the reasons the firm can offer why it should have received a 
reward. President Katz of the great Bloomingdale store in New 
York City once said to a group of students whom he was address¬ 
ing: ‘*1 sometimes wonder why anyone comes to our store to buy 
things. There is so much of our merchandise that is below the 
standard we would like to maintain and our prices are so much 
higher than they should be for what we have to offer, that I am 
surprised that we sell so much.” Yet several hundred thousand 
families in this store's shopping area feel that they get more for 
their money there than at other stores, or they would spend their 
money elsewhere. The manufacturers of other businesses might 
well follow Mr, Katz’s critical self-examination. 

When a firm has deftly put into its advertising what it has to 
offer as a justification for its existence, then it should see to it 
that its executives, its salesmen, and its stockholders all get the 
story of the advertisement. This does not mean that they should 
know the name of the artist, the metliod ot reproducing his art, 
or the families of type used for display. Those are technicalities, 
to bo decided by the technician, but the story they help to tell is 
the story of the business. The purpose of advertising is to reduce 
sales resistance. What that n\sistance is and how the advertising 
helps to flatten it is the inside story of the campaign. The nature 
of the circumstances may be such that it is inexpedient to explain 
in detail to customers, but that limitation should not apply to 
those selling for the firm. 

To have a salesman leaf through a portfolio with from 20 to 
50 pages, asking some little grocer what he thinks of it, is not the 
way to get it understood. We believe that, unless there is an 
opportunity for the dealer to tie in with the supplier's advertis¬ 
ing, there is not much to be gained by showing it. Perhaps a 
more effective way would be to send the dealer a reprint of the 
advertising and point out how he may use it to bring him business. 
If retail stores are too numerous to reach direct, the same pur¬ 
pose may be accomplished by using a page in the trade magazines, 
giving notice of the date, a word of description of the consumer 
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advertisements, and some suggestions as to how they can help the 
retailer. This will keep your cfwn salesmen from forgetting if 
you sell direct. If you sell to wholesalers, it will help their sales¬ 
men to make a better use of your sales-promotion efforts than 
they otherwise would. 

Even if you are selling industrial products, it may be both 
advantageous and profitable to explain your advertising to 
your customers. The purchasing agent may need just such 
information to justify his purchase. If it helped to convince 
him, it probably will convince his superior. Even the ^^busy'' 
architect may take time to investigate your advertising if he can 
see that in meeting inquiries from his clients, it will give him the 
opportunity to assume the air, “Oh yes, I know all about that.“ 

If your customer is a contractor and builder, it is a good thing 
for him to know why your product is a profitable investment for 
the owner as well as for himself. In other words, he has to sell 
his materials and workmanship to everyone for whom he builds; 
the supplier of materials can materially assist by his advertising. 

Advertising Allowances. —^Advertising allowances arc a form 
of vertical cooperative advertising, but, because of their impor¬ 
tance and the danger of conflicting with the Robinson-Patmaii 
Act, they deserve a more detailed discussion than has been given 
other phases of the subject. 

The original idea of an advertising allowance was that the 
retailer would do some special advertising for the product and 
that the manufacturer would share in the expense of the promo¬ 
tional activities. In men’s wear, it was common practice for the 
one who owned the trademark to permit the store to deduct up 
to 5 per cent of the amount of his invoice for advertising in local 
media. Copies of the local advertisement together with an 
itemized statement of its cost were submitted when settlement 
was made. Many of the contracts for this allowance provided 
that “in no case may the amount charged to the manufacturer 
be more than 50 per cent of the cost of the advertising.” This 
was generally objectionable from the manufacturer's standpoint. 
There was no unity or continuity to his advertising; other goods 
than his were frequently mentioned in the copy, and then the 
question of the division of space provided plenty of opportunities 
for disagreements. Stores frequently overspent their quota, 
which made more trouble. 
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Because of the poor copy and poorer typography supplied by 
local workmen, this practice was soon modified. The manufac^ 
turer supplied a series of advertisements in mat or stereotype 
form and permitted the retailer to make his selection from among 
them. Occasionally one or more of the series was specified to be 
used in any selection. This corrected most of the abuses, but 
deprived the copy of all local touches, which are so valuable 
when skillfully used. 

The more important stores desired a larger part in the advertis¬ 
ing program. They were not satisfied with the lower prices which 
their quantity buying provided. Pointing to the large amount of 
merchandise they handled, they insisted that they could display 
and push the goods in a way that would be immensely valuable 
to the manufacturer. 

The worse response to this was for the salesman to give the 
buyer a sum of money outright ‘Ho be used in advertising.'' 
This was just plain commercial bribery and is contrary both to 
the ruling of the FTC and to the provisions of the Robinson- 
Patman Act. 

Some of the buyers were loyal enough to turn over to the firm 
the money given them by the salesmen. This was only a stimu¬ 
lant to greed, and still larger sums were demanded. Free goods 
were solicited in place of cash by many retailers. One grocery 
chain demanded a free carload of cheese to distribute as samples, 
if a large order was placed. This was finally granted. A few 
weeks later, in a check-up, it was found that this whole carload 
of free cheese had been put on the shelves and sold. When a 
remonstrance was made to the buyer, he brazenly maintained 
that he had not offered to distribute this large amount of goods 
without cost. Anyway, a “paid" sample was as effective as one 
given away, he argued. And this after a low quantity price had 
been given the chain! 

To turn over one's good cash to every little store to spend for 
advertising is to admit that the little retailer can do a better job 
of advertising than the one who made the money. That might 
be so. But if it were so, the firm which has the money would do 
better to keep it. A dollar spent for advertising is poorly spent 
if it does not bring back more than a dollar in profits. While it 
is easily conceivable that a large department store could adver¬ 
tise a product more effectively than a small manufacturer, this 
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is not the primary condition we are considering. For the manu¬ 
facturer of a standard product like Knox hats to permit little 
stores to use his money in advertising those hats in a way that 
seems good to the stores is preposterous. Yet it has been done, 
not on rare occasions. 

The Robinson-Patman Act and Advertising Allowances. —The 

Robinson-Patman Act is calculated 1o save such advertisers 
from themselves. If they find it difficult to refuse the requests, 
requisitions, or demands of the powerful chain stores to give them 
money or goods in addition to the lowest prices offered, they can 
turn to this act (Section 2, paragraphs e and/). There they will 
find these significant reminders: 

It shall be unlawful for any person to discriminate in favor of one 
purchaser against another purchaser of a commodity bought for resale 
... by contracting to furnish, or furnishing of, any services or facilities 
with the . . . sale, or offering for sale of such commodity . . . upon 
terms not accorded to all purchasers on proportionately equal terms. 

The following paragraph (2) provides that: 

It shall be unlawful for any person engaged in commerce . . . 
knowingly to induce or receive a discrimination in price which is 
prohibited in this section. 

In the Goodyear case the FTC held that a scale of discounts 
which culminated in a bracket which only one customer could 
reach was discriminatory. To illustrate: If the scale of quantity 
discounts ends up with $1,000,000 when there was ojily one cus¬ 
tomer in that bracket, that was not ‘'according equal terms 
to all purchasers. The phrase “proportionately equal terms’^ 
has not at this writing been interpreted by the courts. Does it 
mean that, where an advertising allowance of $500 is made on a 
purchase of $10,000, on a $10 purchase the allowance should be 
50 cents. Such an allowance obviously would be valueless.^ 

Presumably some limit will be found to apply to this kind of 
transaction. The authors believe that the best solution would 
be the discontinuance of advertising allowances payable in cash. 
Specific services might be paid for, or specific materials provided, 
but no carte-blanche permission to spend the manufacturer's 
money. 

^ Professor John W. Wingate, "Retail Buying under the Robinson- 
Patman Act," Journal of Retailing^ New York University. 
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Exclusive Agents’ Cooperation. —Teamwork with distributors 
reaches its most active point when exclusive agencies are granted. 
Selling patent rights for a specified territory was probably one of 
the earliest forms of this type of agency. The term itself is Lself- 
explanatory, except where two or more stores arc given a kind of 
joint agency for the city, but then there is usually an understand¬ 
ing that each has his special territory. 

In the chapter on Policies with Distributors the exclusive* agent 
is given extensive consideration. Here it is the aim to point out 
some of the many forms of cooperation that this type of relation¬ 
ship provides. For example, if the product is new and the manu¬ 
facturer is so limited in capital that he cannot do effectual 
sales-pronlotion work, he may be willing to sell to distributors on 
extremely easy terms, provided that they will build a maiket for 
him. In such cases the contract should specify just what the 
distribut or is to do to advertise and sell the product. The maiiii- 
factun*r may go so far as to permit the product to be sold under 
the distributor’s brand. In that case there is usually no con¬ 
certed action in stimulating sales. It is all left to the distributor 
to tmild up his own market. 

On rare occasions, the manufacturer whose products are dis¬ 
tributed under private brands contributes to the advertising. 
The Perfection Oil Heater was made on contract for one of the 
large oil com])anies. When that company relaxed sales efforts, 
the manufacturer of the heater put on an extensive advertising 
campaign at his own expense to stimulate sales—this, of course, 
with the consent of the oil company. Other manufacturers have 
contributed to the advertising budget of a distributor to promote 
sales of products bearing the di.stributor's brand. This is in the 
form of a cash approi)riation and is usually restricted to agents 
who have bought all their supplies from one manufacturer for a 
long lime. 

At the opposite extreme from the above is the manufacturer 
who has a well-knowm product like an automobile. Then an 
exclusive agency is tantamount to a franchise, having consider¬ 
able value. The manufacturer is justified in demanding exten¬ 
sive and definite cooperation even if it requires a cash investment 
by the agent. The Pontiac Company assessed an advertising 
levy for each car handled and, in addition, required the dis¬ 
tributer at his own expense to advertise changes in price and the 
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introduction of new models in local newspapers, and to publicize 
the company's radio program. Other advertising was also 
arranged, such as sending out letters and booklets and placing 
window displays. 

Between these two extremes there are many possibilities. The 
idea is that both supplier and distributor should prosper by the 
arrangement. Increased sales mean more profits to both. 
Efforts to stimulate sales should be divided as nearly in propor¬ 
tion to the division of profits as practical. 

Dealer-manufacturer Cooperative Advertising. —Following are 
the case histories for the year i939 for three merchants in an east¬ 
ern city of upward of 100,000 population, situated jlear a larger 
city. There is but one newspaper, but it is enterprising and 
highly representative. Its circulation is about 13,000. 

Store A is the leading radio and appliance store and carries a 
complete stock of radios, refrigerators, washing machines, small 
home appliances such as electric irons and clocks, still- and 
movie-camera equipment and supplies. 

In 1939 this store used a total of 1,872)^ inches of display 
advertising. This account was billed for $1,572.90 at the 84-cent 
per inch rate and at the end of the year received a rebate.of 16 
cents per inch, which brought the cost down to $1,272.40 
after the rebate of $300.50 had been deducted from the original 
cost. 

It should be explained that the contracts with all accounts are 
now written so that they are billed at the 84-ccnt per inch rate, 
and a rebate is made for more than the minimum linage at the 
end of the year. This system was inaugurated after so many 
accounts in this paper signed contracts at low rates and then did 
not live up to them. This necessitated short-rate billings, and 
in 90 per cent of the cases the short rates were not collected and 
the accounts were antagonized. Therefore this rebate system 
was inaugurated and is operating very satisfactorily. It also has 
a distinct psycholo^cal effect on most of the advertisers in that 
it makes them try to earn still larger rebates than previously. 
The rate schedule for rebates is 


1 to 500 inches. 84 per inch 

600 to 1,000 inches. 12i per inch 

1,000 to 1,500 inches. 68^i per inch 

2.000 or over. 64^ per inch. 
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During the year store A advertised cooperatively with the 
following concerns: R.C.A. Victor, 3223^ inches; Easy Washers, 
150 inches; Frigidaire, 621^ inches; Philco, 256 inches; Emerson 
radio, 117 inches; Kodak films, 5434 inches; and Stromberg- 
Carlson radio, 36 inches; or a total of 1,55734 inches of coopera¬ 
tive advertising at a cost of $1,308.30, at the 84-cent rate. The 
manufacturers contributed half this cost, or $654.15. They were 
not permitted to share in the rebate. 

That brought the cost of the entire yearns advertising down to 
$618.25. In other words, the 1,872)4 inches of all advertising 
cost this man only 33.01 cents per inch, while he collected at the 
rate of 84 cents an inch from the cooperating manufacturers. 
These cooperative advertisements were nothing but factory- 
prepared mats with room underneath for the dealer’s signature. 

During the months of January, February,.and March there 
was a series of teaser advertisements for the grand opening 
of the new home of the store. These were sponsored wholly 
by the store. However, when it came to the grand opening 
announcement, a full-page spread, one found that, out of the 168 
inches on the page, three advertisements side by side underneath 
one big streamer heading—a 42-inch R.C.A. advertisement, a 
22-inch Emerson advertisement, and a 42-inch Easy Washer 
advertisement—occupied 106 inches. Thus 106 inches of this 
space was subsidized by the manufacturers. 

The space used during June and July was used to tie up with 
a photo contest sponsored by the newspaper and promoted by 
the photo department of the store. The space during November 
and December was used for Christmas gift teasers. 

Thus one finds very little of the advertising used to put the 
story of the store itself across to the public; that is, there was no 
advertising of the institutional type to tell the public the policies 
and attitudes of the management. Very often the store’s cam¬ 
paign, as here, is disorganized and vitiated by a little bonus from 
manufacturers. 

Store B is the city’s leading clothier and haberdasher. It is a 
modern, up-to-the-minute establishment, run by a progressive 
and enterprising merchant. 

During the year 1939, this store used a total of 2,041)4 inches 
of display space, for which it was charged the regular rate of 84 
cents per inch. This made a total cost of $1,714.86. At the end 



176 


Marketing Policies 


of the year this account had earned a rebate of 20 cents per inch 
or $408.30. When this rebate was deducted from the original 
cost, this left $1,306.56 as the amount actually paid to the paper 
for the cost of this space. 

However, during the year, the manufacturers of the merchan¬ 
dise featured in this store's advertising had subsidized 58* per 
cent of the total advertising, or 1,185^^ inches: Clipper Craft 
clothes paid for 560 inches; Worsted Tex clothes for 235 inches; 
Don McDonald coats for 58^2 inches; Palm Beach suits for 
8232 inches; Coopers Jockey shorts for 44 inches; Stetson hats 
for 713^ inches; Manhattan shirts for 124 inches. 

The 1,185*^ inches of space devoted to cooperative adver¬ 
tising cost $995.92 at the 84-cent per inch rate, for which the 
manufacturers subsidized half of the advertising to the extent 
of $497.96. 

This subsidy, subtracted from the cost of the space paid to the 
newspaper, $1,306.56, left a net to the store of $808.60 for the 
entire space of 2,04D 2 inches of advertising used. This means 
that the entire year's adveriising cost the store only 39.60 cents 
per inch, which is less than lialf the l)ase rate for this space. 

Store C is the city's leading auto-accessory store, more like the 
old crossroads general store. Here the consumer may buy any¬ 
thing from a cotter pin to a 10-ton truck. Besides stocking auto¬ 
mobile parts, conducting an automobile repair shoj), selling 
International trucks, Goodrich tires and tubes, and all kinds of 
auto radios, this store also has electric home appliances such as 
refrigerators and stocks a quite complete assortment of toys and 
bicycles. 

Squeezed in at the bottom over the signature of the cooperative 
advertisement is usually a message pertaining to any one of the 
hundreds of other items in this merchant's stock. So his manu¬ 
facturer pays half the cost of advertising the branded goods as 
well as half the cost of the other goods or services mentioned in 
the same advertisement. 

In 1939 this merchant used a total of 583^2 inches of display 
space, for which he paid $490.14 at the base rate of 84 cents per 
inch. 

Of this 5833^ inches of space, a total of 5533^ inches was sub¬ 
sidized by the various manufacturers. This space cost $464.94, 
of which the manufacturer's share was $232.47. 
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Because of the rebate on the 583)^^ inches of space, the store 
paid for the year $70.02, or 12 cents per inch. Now deduct this 
figure plus the manufacturer’s subsidy, and this advertising cost 
this merchant $187.65 of his own money, which amounted to only 
32.15 cents per inch. 

The Goodrich Company paid for half of the 465 inches of 
cooperative advertising done by this merchant. The Interna¬ 
tional Truck Company subsidized 63 inches. The Gibson 
Refrigerator Company subsidized 25K inches. 

Summarizing, a 4-inch advertisement run on Flag Day, a 
16-inch advertisement on the day before the inspection pi^riod 
began for an automobile service, and 10 inches in December for 
gift-teaser advertisements comprised his self-sponsored campaign. 

Cooperation with the Department Stores. —In the previous 
paragraphs an account was given of vertical cooperative adver¬ 
tising in a medium-sized city. The following came from a large 
department store—one of the first 20 in the country. The report 
is presented exactly as it was sent by the store’s representative. 

Enclosed you will find a list of manufacturers, all of whom are national 
advertisers, with national distribution. They are for the most part 
representative of their fields as far as cooperation on advertising with 
retail stores is concerned. 

In some cases, special allowances are made for specific promotions; 
or an allowance for advertising is based on the season’s purchases: or 
there is an allowance per piece of merchandise. 

Our records show that there is a definite increase in the amount of 
manufacturer-money that is being offered to retail stores. In the six- 
year span between 1933 and 1939 the per cent of vendor-paid linage to 
gross linage used by the store increased from 6 to 17 per cent. There 
seems to be a definite tendency for varied fields to establish set cooper¬ 
ative advertising agreements which do not vary for each of the individual 
retail establishments. The cosmetic and corset fields, I believe, were 
the pioneers of such agreements. 

Notions 

Odora. 

Decorative Cabinet Co. 


All paid up to a maxi¬ 
mum allowance for 
the season 
paid (sometimes all 
paid, up to a maxi¬ 
mum) 
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Kleinert 

3 2 paid 

Richards, Boggs, King 

3^ paid 

Drugs and Cosmetics 

Vitamins Plus 

Vi 

Elizabeth Arden 

H 

Primrose House. 

H 

Helena Rubinstein 


Charles of the Ritz 

H 

Barbara Gould 

H 

Coty... 

H 

Sales Builders 


Gloves, Hosiery 

Van Raalte 

All (sometimes H on 
special promotions) 

Underwear, Corsets 

Vanity Fair 

H 

Kops Bros 

H 

Formfit 

H 

A. Stein 

Vz 

Lily of France. 

H 

Jantzen 

H 

Poirette 


Warner 

»'2 

Fay Miss Bra 

H 

Washable Dresses, Uniforms 

Taben-Picker 

H 

White Swan 


Men's Furnishings 

Robert Reis 

All 

Great American Knitting Mills 

All 

Home Furnishings 

Simmons 


Comfy Manufacturing 


Vapoo 

All 

A. S. lioyle 

All 

Frigidaire 

Vz 

Rex Cole 


Westinghouse-Times Appliance 



It seems to be common practice for national advertisers to help 
finance advertising for retailers who handle their products. Also 
the general method is illustrated in the previous paragraphs. 
This would seem to the authors to be better business for the 
manufacturers than for the stores. However, making a budget 
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for this kind of campaign must be difficult, as the advertiser 
cannot determine in advance how many dealers will cooperate, or 
to what extent. 
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CHAPTER IX 


Miscellaneous Policy Items 


The Advertising Department. —It is an unusual business in 
these days that does not have an advertising department. That 
means that the firm’s advertising is of such importance that at 
least one man will be assigned to look after it. Sometimes the 
man will have other duties also. Sometimes he will have many 
assistants. So important is advertising to the Wrigley Company 
that the chief executives give it a good deal of attention. The 
president of the company assigns another man the title of adver¬ 
tising manager, but Mr. Wrigley is closely in touch at all times 
with all the advertising that his firm docs. The same thing is 
true of the leading cigarette-manufacturing companies. The 
president of one of these said, “My first concern is to see that 
the advertising is the best that we can get.” 

The size and make-up of the advertising department will 
depend more upon the kind of advertising than upon the amount. 
The Campbell Soup Company, relying chiefly upon magazines 
and radio to do its selling, has very little to do with the advertis¬ 
ing in its own offices. Yet Dr. J. T. Dorrance, who was the head 
of that company for many years and who had personal super¬ 
vision of the advertising, said that he read “all of the food adver¬ 
tisements” that appeared in the magazines and “most of the 
others.” All this is evidence that, even though the “publicity 
department” of a firm is small in personnel, it does not follow 
that the advertising is regarded of secondary importance. With 
most of the firms that the writers know, quite the reverse is true. 

Where a large amount of sampling or direct-mail advertising 
is done, the usual practice is for the advertiser to handle the bulk 
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of the work in his own offices. If an outside firm, like the Adver¬ 
tising Distributors of America, is engaged to do the actual work 
of distributing circulars or samples, the agency can offer little 
assistance. The distributors might as well be employed by the 
advertiser as by his agent. 

Very few of the placing agents are organized to handle a large 
amount of direct-mail advertising. Sometimes they employ serv¬ 
ice agents to prepare such advertising for their clients when direct 
mail becomes a strategical part of the campaign. 

When the campaign uses coupons and an effort is made to refer 
inquiries to dealers, the advertiser can usually do that work more 
efficiently than the agent. Any cooperative sales-promotion 
work done with distributors can usually be handled better in the 
advertising department. It is generally more satisfactory for 
the results of copy testing to go directly to the advertiser, unless 
there is good reason to make an exception to that excellent 
rule. 

The advertising manager should analyze the media proposed 
by the agent. A reason for this is found in the following incident: 
An automobile manufacturer sold ovfer 90 per cent of his new cars 
to pciople who already owned one of his cars. When the annual 
schedule c’amc up, it was offered in a rather routine way. The 
advertising manager sent it back with a notation to the effect 
that the proposed circulation did not parallel present ownership 
closely enough to bring the best results. He also sent the regis¬ 
tration of his cars by counties for the whole country. As over 
95 per cent of new cars were sold to people who owned earlier 
models of the same car, it was particularly desirable to cultivate 
the market in which lay the greatest possibilities. 

It is possible and often highly desirable to spot circulation 
according to established outlets. PJvidently, the advertising 
manager is in a better position to say where circulation is needed 
than the space buyer; but the latter should know better what 
media will reach ihe designated territories advantageously. 

Just how the advertising department should be organized and 
to whom it should report again depends on the nature of the busi¬ 
ness and sometimes upon the personnel. If the sales manager is 
a high-powered executive who really knows advertising, it may 
be best to have the advertising department under his jurisdiction. 
This should secure a high degree of coordination between the 
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advertising and selling efforts. Where sales arc made direct to 
dealers, and a considerable amount of sales-promotional material 
is distributed by dealers, the sales manager is closely in touch 
with all the conditions and in a strategic position to direct the 
advertising as well as the salesmen. 

Functions of the Advertising Department. —Handling of such 
projects as exhibits at shows, the distribution of dealer signs, etc., 
is strictly the responsibility of the advertising manager, and a 
sales manager should not be bothered wdth such details. But 
when it comes to adopting an adv('rtising policy, even though 
the sales and advertising departrac^iits are strictly coordinate, this 
should be decided by the two managers and the vice-j)resident in 
charge of sales, w'ho covers both advertising and sealing. If the 
firm is too small to have such an official, then the president 
should join in th(‘ conf(‘r(‘nce. 

If unhappily th(' sales manager does not have the requisite 
enthusiasm for advertising, or if he fails to grasp its full signifi¬ 
cance, then to give liim authority over the advertising w^ould be 
a grave mistake. Foitunately, the relationshij) of the sales and 
advertising d(q)artm(‘nts is not so fundam(‘nlal that a shifting of 
responsibilities need seriously affect a campaign. The final 
result should be one to bring lh(‘ best ieamw'ork. 

One duty of the advertising department is to keep records. 
It may be argued that the bookkeeping should go to the account¬ 
ant’s office, but, as we know too w(‘ll, the regulation accountant 
— even a C.r..\.—do(*s not keep all the records that the adver¬ 
tising and sales departnumt should have available for reference 
without delay. These records should show^ 

1. The amount of money available for the yenr's advertising. 

2. Th(‘ amount already under eon tract to mediii. 

3. The amount still available for supplementary activities 

4. The amount spent bv months; that is, the total of all the advertising 
charges at the end of the month 

5. How much of the amount spent is effective, at present sliowing results; 
that is, the lag—how long it is after an advertisement appears before the 
effects of that advertising are shown in sales. 

6. How the amount of effective advertising for the month compared with 
sales; that is, how long after an advertisement appears it can still be expected 
to produce results and what are tho.se results 

7. How much money actually spent for advertising on a given date has 
not yet begun to show results. 

8. The value of the advertising material on hand at any time'. 
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9. What the cost of advertising is for unit sales in each territory eovered, 
which is perhaps the most important of all. 

The above-mentioned duties for the advertising department is 
only partial. In no two businesses will they be the same. The 
advertising manager is usually the one who works with the 
account executive from the agency. In this capacity it is his 
duty to check up on the campaign as it prognvsses, to see (hat 
nothing is overlooked and that the agent renders all service to 
which the advertiser is entitled. He will advise w'ith the agent 
on the artists to be employed both for illustrating and for par¬ 
ticipating in radio programs. He should sit in with die planning 
committee and look after all the details of the campaign. 

The Advertising Agent. —If there is any considerable amount 
of advertising, an advertising agent should be employed. This 
is particularly true if the usual media aie to b(‘ employed; for 
under the present agency system, the (rade discount or commis¬ 
sion which ('stahlished media grant agents is suffi(‘ient reimburse¬ 
ment for their services. If it does not cover the whole of the 
charges, it will be so substantial that the cost will be far below^ 
the value of the services received. 

An advertising agency is an organization which is skilled in 
selling, in its broadest sense. Many attempts have been made to 
enumerate the specific services an advertising agent can perform, 
but with each account they differ, and, no matter how inclusive 
a list may be, (here will alw^ays be some h(‘lp that an alert agent 
can provide that is not on any list. Analyzing markets, solving 
merchandising problems, and correlating all sales-promotioiial 
efforts into a campaign is a comprehensive wuiy of stating what 
an agent does. 

A good campaign will be the result of the joint action of the 
advertising and sales department of the advertiser and the adver- 
tLsing agent. Just how^ much and what each should contribute 
varies with the personnel and the nature of the campaign. With 
a difficult merchandising problem like distributing fresh yeast, 
it is possible that the part the agency plays may be wholly 
secondary and auxiliary to the work of the sales department. 
Again with a selling service, like ocean voyages, the most impor¬ 
tant factor may be the copy and the success or failure will depend 
upon the agent. These are extremes, yet even here there must 
be a high degree of cooperation in order to secure the best results. 
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Where so many confidential matters enter into a project and 
where the ultimate end requires the coordination of so many dif¬ 
ferent efforts, it is highly advantageous to have a congenial 
group. As the personnel of the advertiser is usually fixed at 
the time an agency is first considered, it is essential that an agency 
be chosen which will provide at least a contact man, or account 
executive, in whom the advertising manager has the greatest 
confidence, and that he be of such a personality that he can work 
with the advertising manager with a minimum amount of fric¬ 
tion. Both men, to do their best work, must know the business 
intimately. If the advertiser has not enough confidence in his 
advertising manager to entrust the confidential details of the 
business to him, he has the wrong man and should make a change. 
This statement also applies to the account executive. Any policy 
or practice that acts as a bar to such confidential relations 
should be carefully scrutinized with a view to its elimination. 

Sometimes the advertising agent assumes most of the functions 
of an advertising department. If the advertising is to be pri¬ 
marily in periodicals, as was the case with Cream of Wheat for 
many years, the agent did practically everything; that is, the 
agent looked after all the details. Col. Mapes, head of the Cream 
of Wheat Company, made the final selection of the picture that 
was an invariable part of the advertising. Occasionally he com¬ 
missioned an artist to paint a picture. Then it was turned over 
to the agent to be prepared for the campaign. Mr. Underwood, 
head of the company which bore his name, advertised his type¬ 
writer very little except when his agent brought him a striking 
picture which could be associated more or less directly with the 
Underwood typewriter. Then he approved a list of periodicals 
to carry the display. 

While both of these firms were highly successful, that method 
of advertising could scarcely stand up under present-day com¬ 
petition. The agent may take over the conduct of an advertising 
department; for that to be successful, the campaign must be 
simple, and the man who confers with the agency must still be in 
a position to represent the advertiser as effectively as any man 
holding the title of advertising manager. 

ChooBing an Adveitising Agent. —.lust how is one to go about 

Mi wet d 
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and how prosperous do they seem to be? How long has the agent 
held these accounts? It is rather surprising that one of the larg¬ 
est agencies has held its accounts an average of less than 4 years. 
What can you learn of the personnel? How long have the 
employees been with the institution, especially the key men? 
The more stable the agency is, the more confidence one might 
have in its ability to produce. The “Standard Advertising 
Register” gives lists of accounts and of agency officials. To 
compare the current volume with last yearns and with that of a 
few preceding years is enlightening as to the length of time both 
the account and the principal employees stay with an agency. 

Then one may well ask: What is the nature of the accounts 
carried? Are they, or any of them in the same industry? Are 
they large or small or a combination of both*^ Is the agent 
recognized by the different media whose use is even distantly 
contemplated? 

There is much controversy over the advLsability of placing 
directly competitive accounts with the same agency. Usually’ 
even agency men do not recommend it. Almost every agent has 
tw’o or more accounts which are at least indirectly competitive, 
but they are generally held to be exceptions. In finance, in 
theatrical advertising, and to a great extent in travel, agencies 
specializing in the field handle many accounts, some or all of 
which have a strong competitive element, but, as each agent is a 
specialist, it is assumed that he can do a better job than another 
agent with less experience in the field. 

A large agency with many accounts can handle competitive 
campaigns with less danger of interference than agents with 
smaller working forces and fewer accounts. A. W. Erickson, 
one of the most successful advertising agents of the country, both 
for his clients and for himself, always avoided competing accounts. 

One of the by-laws of the American Association of Advertising 
Agencies (the AAAA) prohibits soliciting accounts of other 
agents, but this Association has ICvSs than 150 members, while 
there are more than 1,000 agents in the country recognized by 
the census reports. One of the curses of the business is the 
excessive soliciting of each other's clients. It is particularly per¬ 
nicious, because it costs so much to solicit that it may interfere 
with the service provided clients. The following is suggested as 
a partial relief for such solicitations. 
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Ivy Lee used to be consulted by his clients as to the selection 
of advertising agents. He would look the field over, select a few 
of the most promising, then write them something like this: I 
have a client who is looking for an advertising agent. After con¬ 
sulting your list of accounts I am convinced that his business 
would be a logical addition for your agency. I have made some 
investigations and before making a recommendation Fd like to 
know how the amount of money you spend to get business com¬ 
pares with what you spend to give service to the business you 
have. 

It was a shrewd, meaningful question. Some did not like to 
answer it, but those who did answer favorably had a very strong 
selling point. The same question can still be asked with the same 
significance. 

How Agents Are Paid. —The remuneration given advertising 
agencies by the various media is founded upon the nine following 
services:^ 

1. Preparation and insertion of advertisements. 

2. Preparation of radio programs. 

3. Educational efforts among our salesforee. 

4. Studies of market trends within our field. 

5. Studies of competitive practices of other manufacturers. 

6. Package design and testing. 

7. Detailed studies of consumer buying habits and jiurchasing power 
necessary to the exact definition of markets. 

8. Studies of the sales opportunities offereil by diffcrept channels of 
distribution. 

9. Preparation of display and other promotional material. 

The chief source of agency income of the larger operators is i\ 
commission, or trade discount as they like to call it, granted by 
advertising media. The standard allowance is 15 per cent, plus 
2 per cent for cash, which is to be passed on to the advertiser if 
his account is paid within the specified 10 days. Some publishers 
allow no discount; others, 10 per cent. Fees are fixed at 15 per 
cent for expenditures outside the regularly advertised services. 

This system of payment is under constant attack and has been 
for many years. First, it is held by many to signify that the 
advertising agent represents the medium rather than the adver¬ 
tiser, because it is the medium that “recognizes’^ and pays him. 

1 J. W. Young, “Advertising Agency Compensation in Relation to the 
Total Cost of Advertising,” University of Chicago Press, p. 57. 
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In practically all cases, the agents have taken the stand that they 
represent the advertiser and not the medium. They explain the 
15 per cent discount on rates as a trade discount, similar to one 
that might be given a wholesaler in distinguishing him from a 
retailer. 

The other contention Ls thai a flat percentage fee is unfair both 
to the advertiser and to the agent. The inflexibility of the sys¬ 
tem requires an agent who prepares but one advertisement and 
inserts it in six magazines at a cost of $45,000 to charge the same 
commission that he would charge another advertiser for prepar¬ 
ing a series of 18 pieces of copy which is placed in jO newspapers 
where the gross cost of the space is the same. 

The critics of the system further point out that iliis system of 
payment puts a constant temptation before the agent to get his 
client to overspend, as the more the client spends, the more the 
agent makes. Although this condition does exist, it is by no 
means unique. The architect works under the same plan. So 
in a way does the physician; the longer his patient is ill, the more 
he can collect for attendance. 

In each case, the real professiona) man is more interested in 
doing a good job than in adding a few dollars to his fee. If an 
architect can establisli a reputation of building satisfactory 
buildings at reasonable costs, his business will grow and he will 
be given new commissions. The popular physi(‘ian is the one 
whose patients speedily recover (a few with chronic ailments 
excepted). The advertising agent most sought is the one who 
makes money for himself by making money for his client. 

The service agencies work almost wliolly on a fee basis. Some¬ 
times this is a flat fee covering a specified period of time and 
involving such duties and services as the advertiser wants. The 
other plan is that each job is handled separately, on a bid basis. 

The first of these seems quite ideal. It provides tliat th' re 
will always be an advertising man available for consultation and 
to take care of the necessary work. The pay is in proportion to 
the service. Nonj of this applies to the job-by-job scheme, 
which is therefore weak and usually unsatisfactory if there is 
much advertising to do. 

Even the largest agencies usually have a few accounts which 
are taken on a fee basis. Some of the placing agents will not 
accept an account unless the gross expenditure amounts to 
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$50p000 a year, or returns a gross commission of $7,500. In one 
case an advertiser made a contract with an agent to act as his 
adviser at $10,000 a year. He was not sure whether he would do 
any advertising, but he wanted the agent^s advice on marketing. 

It has been suggested that a better basis for remuneration 
would be a share of the profits which result from the advertising 
which the agency prepares and handles. That would take the 
agent's interest off getting O.K.'s for copy and schedules and place 
it upon sales, where it belongs. Until cost accounting makes 
much progress, there can be little hope of such an improvement. 

The Young-Haase Controversy. —A few years ago the question 
of agency compensation became so acute that James W. Young 
of the University of Chicago, for many years an agency man, was 
engaged to conduct an ‘‘impartial" investigation of the fairness 
of the present system. The following is the gist of Mr. Young's 
conclusions: 

The history of the advertising agency clearly shows that no advertiser, 
publisher, or agency owner deliberately planned and set up the agency 
structure as it exists today. 

The advertising agency came into existence and developed in associ¬ 
ation with the periodical-publishing business. It w^ould appear truer 
to say that the agency created the modern publisher, by taking what was 
originally a by-product of the publishing business and making its sale 
so valuable that the entire economics of publishing was changed. 

Not since its very earliest days does the advertising agency appear, 
in the real sense of the term, as the “agent" of the publisher. Men who 
enter the agency business have always done so, typically, as independent 
entrepreneurs, risking their own capital and seeking a profit in their own 
ways, in competition with other ways. In selling wdiat they had to sell, 
or in performing what they undertook to perform, they have served the 
interests of both publishers and advertisers when either found it profit¬ 
able to engage them to do so. They have never had any other franchise 
from either. 

In his search for a profit, the agency operator or advertising man has 
tried many ways of finding it. He has sought it by promoting the sale of 
advertising space alone; by offering a creative advertising service alone; 
by offering advertising counsel alone; by working for some one advertiser 
alone. And he has tried these ways at all periods and at all sorts of 
prices. 

Of all the methods tried, that which consistently proved most pro¬ 
ductive for a certain sort of man was found in promoting and facilitating 
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the use of the periodical publisher’s space. Out of this activity grew the 
advertising agency. 

In the process of promoting the use of the publisher’s space, both 
agency operator and publisher learned from experience three facts 
which appear to be fundamental and universal in their application to 
the sale of advertising. These are; 

First, that the use of advertising does not result from an acute need 
felt by the advertiser as often as it does from a conception of the future 
possibilities presented to him. Therefore such conceptions for the use 
of advertising may profitably be sold. 

kSecond, that such conceptions may be sold most easily through the 
creation of advertising copy and are in fact very difficult to sell without 
it. 

Third, tliat the use of advertising is most soundly sold where the best 
opportunity exists to study its application to a particular advertiser’s 
possibilities. 

All that the advertising agency is and docs today grew out of its 
experience with these three facts in the promotion of the use of adver¬ 
tising. Advertising agencies gradually developed a more effective 
mechanism for supplying these three requirements of advertising pro¬ 
motion than any individual publisher was able to develop. The 
publishers’ support accelerated the development of the agency as we 
know it today. Crystallizing in the publisher’s /ecognition standards, 
it protected the agency in its development of new advertisers; furnished 
a check on inexperience in the agency business; set a ])ublic-opinion 
standard for agency compensation; encouraged the expansion of agency 
service; and weeded out the men who could not compete in the delivery 
of that service. 

Upon the operations of the agency mechanism as thus developed, the 
publishing business of the entire country now relies for a very large 
proportion of its income. The interests, greater or less, of 17,000 
publishers are involved in the agency structure. Few, if any, of these 
are able to perform the functions the agency now performs for them. 
Irrespective of the question of compensation, the preservation of the 
agency mechanism is a necessity to the j)ublisher. As long as the 
necessity exists for the promotion of advertising through the creation of 
advertising, and for guidance of the inexperienced, the agency mechan¬ 
ism will be vital tj the publisher’s interests. It is not a question 
whether, individually, publishers could supply this need at a lower cost 
iiv some other way—the history of the agency’s natural development is 
prima facie evidence that they could not. The pertinent question is 
whether individually publishers could perform these functions at any 
cost. If the agency’s incentive to promote and protect the use of 
advertising was removed, it would be necessary for the publisher, in 
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his own interest, to recreate a similar mechanism with a similar incentive. 

Mr. Young’s conclusions are: 

That the flat rate, in which all publishers and all advertisers carry in 
proportion to volume a share of the total direct and indirect costs of the 
advertising service structure, is either right for all advertisers and 
publishers or wrong for all. 

That the method of advertising-agency compensation now in force 
is the most practicable one for maintaining the true and long-run 
interests of all advertisers and all publishers. 

That the rate of compensation is not excessive for the structure as a 
whole. 

That all advertisers and publishers should bear, in proportion to 
volume, a sliarc of both the direct and the indirect costs of the structure. 

The other side of the controversy, that is, the Association of 
National Advertisers, engaged Albert E. Haase to review Mr. 
Young’s findings and bring in another ‘^impartial” report. As 
Mr. Haase’s previous experience had included several years as 
executive secretary of the Assoeialioii of National Advertisers, 
his report and criticism could be impartial only to the extent that 
he could divorce himself from previous thinking. His conclusions 
on the subject follow; 

Analysis of the Young report leads to this conclusion: It cannot be 
accepted as a study on ^^Advertising Agency Compensation in Relation 
to the Total Cost of Advertising.” Because: (1) the base of the study 
appears to be too narrow; (2) It gives no light on the legal relationship 
in the advertiser-agent-publislier situation. The evidence appears to he 
insufficient. 

It is to be regretted that such a conclusion appears to be warranted 
because many had hopes that from such a study as this, information 
might be obtained which would form a real basis for intelligent discussion 
on questions such as: (1) Should the i)resent system of agency com¬ 
pensation be retained; (2) Should it be modified, and (3) vShould it be 
completely dropped and, say, a service fee basis substituted? 

If I may, in conclusion, offer a personal opinion, I would say that the 
present report is only a starting point. However, in leaving that 
thought with you, I would definitely offer the opinion that everyone 
concerned with advertising is benefited by this report, for it is spreading 
information not hitherto generally available in printed form and by so 
doing will doubtless cause a demand for additional information. It will 
thereby, perhaps, speed any necessary or required changes if times and 
conditions demand such changes in advertising agency compensation 
in relation to the total cost of advertising. 
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The Guaranty. —In the case of small items, those that are used 
up and replaced frequently, the trade-mark or the reputation of 
the stores where the items are purchased is regarded as ample pro¬ 
tection. An unsatisfactory item will usually be replaced as a 
matter of “good business.“ The advertising value which comes 
from replacing an article which did not meet the expectations of 
the buyer is usually much greater than the cost of replacing it. 
It is with the higher priced items, particularly those i hat need serv¬ 
icing, that the guaranty is most effective and most troublesome. 

The mail-order houses could not have built up country-wide 
sales without a universal guaranty which they scrupulously 
observed. The reputation which the leaders in this field estab¬ 
lished, of replacing or otherwise making an acceptable settlement 
for unsatisfactory merchandise, became a constant source of 
profit to them. Without an unlimited guaianty, people would 
not have sent their money hundreds of miles to buy products 
“on sight, unseen,“ especially when it was understood that pur¬ 
chases could not be delivered for days, or even weeks. John 
Wanamaker, in his Philadelphia store, is credited with being the 
first merchant to accept all returned goods in exchange at full 
value. Competitors thought that unliniited offer would ruin 
him. 

An article like a watch, which is of high unit value and which is 
expected to be in use for a long time, needs some definite assur¬ 
ance of satisfactory service. So a 20-year guaranty is common. 
Now this should not mean that, after 18 years of rough usage, 
such as a farmer gave his guaranteed watch case, he could return 
it because it was worn through and have the store replace it with 
a new case without any extra charge. That would be equivalent 
to supplying him with 36 years of watch wear when he had 
paid for only 20. Yet, that is what a Gorham store did on one 
occasion. 

One grocery firm offers to refund the price of any article carry¬ 
ing its brand wh*ch a grocer sells, if the buyer is not so well pleased 
that he is willing to repeat when again in need. Nothing is to be 
returned. No claim is necessary. The plain statement that it 
was not good enough so that the customer wanted to use it again 
is enough to have the purchase price refunded. The firm sup¬ 
plies blanks to the grocers to report such refunds, and the amount 
is made good. The theory is, if the merchant sells the article he 
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is entitled to his profit. If the article is not satisfactory, it is the 
manufacturer's responsibility and he should repay the grocer, 
who gave the money back, the full retail price. The manufac¬ 
turer explains that this plan takes the place of sampling. A new 
user can always try any article on the manufacturer's list upon 
the maker’s responsibility. If the consumer likes it and con¬ 
tinues its use, he has had his money’s worth. He has had an 
ample amount to give it a thorough trial and, if it is not satisfac¬ 
tory, it costs him nothing. 

The spectacular offerings that come over the radio of ^^doubl(‘ 
your money back,” or, in one case, ”three times your money 
back,” arc sensational. They are convincing to the extent that 
they show the utmost confidence of a producer in his product. 

An honest man never expects to take advantage of a guaranty 
at the time he makes a purchase. The dishonest ones, who are 
looking for an opportunity to pick up a small amount through 
trickery and deception, are not sufficiently numerous to be 
burdensome. Besides, cheats are usually braggarts, and they 
may do enough word-of-mouth advertising to make up for the 
small amounts they get illegitimatc^ly. In case of the firm 
mentioned above, the refunds are negligible. Grocers do not 
cooperate sufficiently with refunds to give the plan the advertis¬ 
ing value that was hoped for it. 

Guaranties Including Service.—Home-used machines offer 
plenty of difficulties in practical guaranties. A new piece of 
apparatus, whether an automobile or a radio, is usually operated 
by one who knows nothing about machines and has the most 
limited understanding of how such machines should be operated 
or cared for. Yet when a purchase is made, some form of assur¬ 
ance is required by the purchaser that the mechanism will give 
service as ho operates it. 

The printed guaranties are made by lawyers who are expert in 
that line. Most of them protect the manufacturer rather than 
the buyer. For example, the Westinghouse Company uses this 
clause in the guaranty for its electrical refrigerator: 

We warrant to the original purchaser the refrigerating equipment 
sold by us and all parts thereof to be free from defects in material or 
workmanship under normal use and service. Our obligation under this 
warranty shall be limited to repairing or replacing any part of said 
refrigerating equipment which proves thus defective within one year 
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from date of original installation, and which our examination shall dis¬ 
close to our satisfaction to be thus defective. This warranty is in lieu 
of all other warranties expressed or implied and of all other obligations 
or liabilities on our part, and we neither assume, nor authorize any other 
person to assume for us, any other obligation or liability in connection 
with the sale of said refrigerating equipment or any part thereof. This 
warranty will not apply to said refrigerating equipment or any part 
thereof which has been subject to any accident, abuse or misuse. 

Note the phrase: “ • • • our examination shall disclose to our 
satisfaction to be defective.'' This puts it wholly up to the 
manufacturer. It permits him to do as much or as little as he 
chooses. If his inspector is not ^'convinced'' that the part was 
faulty when it left the factory, nothing can be done about it. 
Yet this form, even the wording, is the same as with most articles 
of this kind. If the company stood strictly on its legal rights, 
probably its sales of refrigerators would be narrowly restricted. 
The dealer who sold the refrigerator nearly always will help out 
if there is trouble. 

At one time, there was an attempt to sell oil burners for private 
homes with an agreement to service them. Evidently there had 
to be a limit to the number of times a service man could be called 
upon without being paid. What arrangements could be made? 
Obviously the manufacturer wanted to assure constant and satis¬ 
factory operation. The contracts with installers required a 
rather indefinite amount of service for the first year. After that, 
when the dealer is called, a charge for service is now generally 
made. 

The oil companies which sell oil burners to increase their sales 
of oil handle the service problem somewhat differently. Follow¬ 
ing is the principal clause in one of these contracts: 

The seller guarantees the oil burner in be free from defects in matf rial 
and workmanship in normal use and service and obligates itself to repair 
or replace any p.'-tT-t or parts within five years from date of original 
installation provided the buyer and successor or successors in title 

purchase from otZ coMpciny s distributor) on prices _ 

'ind conditions of said company only, the fuel oil requirements of said 
buyer at place of installation of said oil burner for the period of five years. 
It is being an express condition that the buyer will neither directly or 
indirectly service or cause to be serviced the said oil burner during said 
period by any other than the seller. 
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To be assured of a regular oil customer this firm assumes the 
responsibility of servicing the burners it sells. But if its oil 
prices seem too high to the owner of the burner and he buys other 
oil, not only does he lose the free service but the terms of the 
guaranty no longer apply. 

In any case, the buyers have to pay for all expense incurred in 
making good on guaranties. The original price is set high 
enough to cover such costs. The more liberal the terms, the more 
will have to be added to the price to take care of complaints. 
Many firms therefore keep their commitments for replacements 
carefully hedged and maintain as low a price as possible, then let 
the buyer pay for whatever service he requires. But the original 
prime condition of the article is assured by the maker in all cases. 

Meaningless Guaranties. —Much of the loose talk in advertis¬ 
ing and selling about products being fully guaranteed is wholly 
meaningless in so far as any legal responsibility is concerned. For 
example, an advertisement before the writer states: 

This seal is your guarantee of beauty and satisfaction. Unitized 
wallpaper, Sun tested, Wall tested, and guaranteed. Every pattern 
carrying this unitized seal is absolutely guaranteed to hang right—to be 
correct in style and pattern—and to meet special standards for sun- 
fastness! And it is guaranteed to be genuinely washable if marked 
“Washable”! 

Who is to judge what is “correct style and pattern?” And 
just what are the “special standards for sunfastness?” Also 
what kind of beauty can be guaranteed? As for satisfaction, in 
actual practice that is about all that can be definitely promised. 
If a purchase proves disappointing and a customer may be lost, 
it is generally far better to make good to that customer than to 
lose her. The idea is that a steady customer is of far greater 
value than the amount involved in any single transaction. 

Guaranties for paint or building materials sometimes offer a 
measure of protection to buyers. However, if the paint fades or 
peels or otherwise proves defective, just what equitable settle¬ 
ment can be made? If more paint is supplied, the owner will 
still have to pay for having it applied and that costs more than 
the paint, so the replacement falls far short of making good to the 
customer. Where a guaranteed part of a machine proves defec¬ 
tive and the expense involved in replacing it exceeds the cost of 
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the part which is protected by the guaranty, the good will of the 
customer will probably be lost. 

Guaranties for caskets, for meals at restaurants, for a good 
night^s sleep at a hotel, are all of a kind spectacular but meaning¬ 
less unless the seller chooses to put some meaning into the trans¬ 
action, for advertising purposes or otherwise. 

To guarantee a thing like baking powder is virtually to guaran¬ 
tee the user’s skill in using it. That at best is a risky business. 
To give the purchase money back will not help. If a woman has 
spoiled 50 or 75 cents’ worth of ingredients in a because a 
half cent’s worth of baking powder failed to act as expected, 
refunding 15 cents for the original purchase w^ill not retain the 
woman’s good will. Probably the fault was h(‘rs, but that is a 
dangerous assumption to make where her good will is at stake*. 
Although the authors have seen a guaranty for baking powder 
advertised, they fail to find any campaign where it has been 
fi*atured over any considerable period. 

Again, it should be stated that satisfaction is about all that can 
be promised. In the case of automobile tires, it is now common 
practice to make a settlement allowing for tlie time or mileage 
which the tire was supposed to provide and did not. The assur¬ 
ance that a tire will not fail in the middle of a desert—a thing 
that the ow'iier wants to be protected against when taking a 
cross-country trip—is not provided in any guaranty the authors 
have discovered. 

To promise too much leads to trouble. The lifetime guaranty 
of fountain pens was immensely impressive when it was first 
made. But when a service charge Ls exacted, which w^as not 
anticipated when the purchase was made and which seems to the 
buyer to be all that would probably be charged in any event, th(' 
guaranty loses most of its effectiveness. 

The purpose of the guaranty is to promote selling and, by giv¬ 
ing assurance of quality, to remove suspicion from the mind of the 
buyer. To fail to .ive up to all the assurances which the pur¬ 
chaser understands to be given is to create vastly more ill will 
thT-n would result from the mere failure of the product. 

A Family of Products. —A family of products is made up of 
several manufactured items, sufficiently similar to come from the 
same factory and be distributed through the same channels and 
usually bearing the same trade-mark. A full collection of spicc^s 
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would not, however, be regarded as a family of products for a 
spice mill; nor would a variety of shirts or a group of articles so 
dissimilar as to require different channels of distribution be 
looked upon as a family. 

One of the first questions that comes up is: Should there be a 
family? Manufacturers of most of these products which became 
household supplies of the past generation did not want more than 
one product. Packer’s Tar soap. Cream of Wheat, Bon Ami, 
Castoria, Wrigley's gum, Gillette’s razor, Lipton’s tea. Big Ben 
clocks, Sani-flush, Royal baking powder, Knox gelatine, and a 
host of others were promoted on the idea that one product was 
enough. Some of the above have changed their policy and now 
offer a family of products. 

With a single product, it was possible to pre-empt the market. 
Advertising was simplified and concentrated. Almost any prod¬ 
uct used in the majority of homes makes a sizable business if one 
firm can get a considerable part of its sale. Concentration means 
efficiency and simplicity of operation. One widely accepted 
product makes a sure, comfortable business. 

It is apparent that, where there are valuable by-products, the 
question solves itself in favor of more than one item. But other 
manufacturers do not agree that concentrating on a single item 
is the best policy. If you have but one product and a new inven¬ 
tion or discovery makes it obsolete, these manufacturers point 
out you will be out of business, where, if there were several 
different products, others might permit the business to continue. 

Other reasons for bringing out new produets under a widely 
accepted trade-mark are 

1. One salesman can handle several well-advertised items as 
well as one. 

2. It may be possible to have such a strong family that it 
becomes essential for every store to handle it. General Foods, 
Heinz, National Biscuit, and Procter & Gamble are all in that 
enviable position. 

3. Each item helps sell the others, thus creating a volume of 
business. 

4. Many times factory economics are accomplished by a 
variety of products. The Campbell Soup Company can put up 
pork and beans on Mondays, when it is found difficult to get 
fresh vegetables. 
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5. Shipping is facilitated. There should always be enough 
tonnage to get minimum rates. 

Numerous other advantages could be pointed out, but probably 
these are the most important. There is no question but that the 
recent trend has been to increase the number of products. Such 
well-known names as Heinz or Beech-Nut help to sell new prod¬ 
ucts, and manufacturers are generally taking advantage of the 
popularity of their trade-marks in that way. G(*neral Fbods, 
however, has been organized out of a large number of single items, 
each of which gained wide recognition as a single pioduct. Max¬ 
well House coffee, Postum, Swansdown flour, and Jello arc 
examples. They maintain their separate identities although 
divisions of the largest of food manufacturers. 

General Foods As an Organization. —General Foods products 
reach the consumer through the 400,000 retail grocery stores in 
the United States. The sales organization that makes this 
pos.sible operates under the name of the General Foods Sales 
Company, Inc., with headquarters in New York, where there is a 
staff of specialist s in market analysis, planning, and sales opera¬ 
tions. Divisional sahvs headciuarters are located in New York, 
Chicago, and San Francisco, and these three divisions are divided 
into 26 sales districts. 

Each district office has several groups of salesmen—one group 
to contact the wholesale trade and chain stores, one to call on 
retail grocers, and one to sell to hotels, reistaurants, hospitals, 
schools, public institutions, etc. In addition there is a separate 
sales organization handling Hellman^s mayonnaise products and 
other semiperishahle items, selling direct from trucks to retail 
dealers, on whom the trucks call frequently enough to ensure the 
freshness of the merchandise. 

Still another group of salesmen is maintained to give special 
sales service to manufacturers—confectioners, bakers, etc.—who 
use General Foods products in the manufactuni of their own lines. 

Sales in Canada are administered by General Foods, Ltd. with 
headquarters in Toronto and a complete selling organization 
throughout the Dominion. Sales in other countries are con¬ 
trolled by the export department of General Foods Sales Com¬ 
pany, Inc., which has agents in nearly every country in the world 
and which maintains its own offices and sales staff in the British 
Isles, operating under the name of Grape-Nuts Company, Ltd. 
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All advertising is based on careful research and experimenta¬ 
tion. Each product receives separate and individual attention; 
it is advertised in the way and to the extent that its particular 
requirements demand. The advertising of each product benefits, 
of course, from the experience gained from advertising all the 
products in the line. 

The function of the advertising is to induce consumers to ask 
for General Foods products by brand names, to increase fre¬ 
quency of use, and to provide for the products a large consumer 
market to which dealers can successfully appeal. The function 
of the selling organization is to see that retailers and wholesalers 
have sufficient stocks on hand to satisfy their trade, to encourage 
dealers of all kinds to obtain for themselves maximum advan¬ 
tages, and to maintain throughout the channels of distribution a 
cooperaiive relationship which is beneficial alike to distributors 
and to the manufacturer. 

Advertising is centered in a single department, administered by 
jin officer of the company. Each assistant in the department 
devotes his entire skill and effort to a small group of products to 
which he can give the utmost of individual attention. The extent 
of the company’s advertising makes available the best in market 
studies and research, plans and preparation, production and 
promotion. 

General Foods Corporation maintains an educational depart¬ 
ment staffed with women trained in food seleetion and prepara¬ 
tion. This department makes studies of the contribution of 
various foods to human welfare. It studies diets, eating habits, 
and trends. In its experimental kitchens, it develops the best 
ways to serve General Foods products. It devises new recipes 
and aids in the development of new products. 

Advertising a Family of Products. —Many complications arise 
in connection with keeping the merits of (‘ach item of a family of 
products before the public. This is further complicated when 
there are different grades to be considered. There has been no 
one answer found for this situation. Sunkist oranges have a 
brand that does not come up to the extra fancy grade, which 
they put out under the trade name of Red Ball. These fruits 
sell in a wholly different market, primarily through the South. 
It is common practice among the hosiery manufacturers to put 
seconds in the export market. Aluminum manufacturers at one 
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time put their brands on the first grade and sold the imperfect 
merchandise under private brands. Some manufacturers adver¬ 
tise two or three leaders and expect them to (larry the rest of the 
line. Sometimes only one leader is advertised, as with White 
Rose tea. 

There is no one plan that seems to fit all conditions in the selec¬ 
tion of trade-marks where different qualities are offered. It 
should be remembered that the Patent Office will not register 
grade marks, so it is not possible to protect any sort of emblem 
designating a grade. This may be important when it comes to 
having educational labeling, as discussed under the topic Con¬ 
sumer Movement. In designating grades, perhaps the Atlantic 
and Pacific Tea Company has been as successful as any firm with 
their coffee, which is put out under three names—Bokar, Eight 
O’clock, and Red Circle. The packages are somewhat similar, 
yet different. Each of the names is widc^ly advertised, and every 
housewife is familiar with all of them and knows the different 
grades. In the automotive field, there have been a good many 
different plans adopted. The Nash Company has had a smaller 
car which they put out under a different name. Hudson did the 
same. Finally, each dropped the name of th^^ little car. Pack¬ 
ard has never had but one name. Ford cars arc designated by 
different names as are those of Gcmeral Motors, while the Stude- 
baker has kept that name as dominant but designates the different 
grades by adding such terms as President, Commander, etc., 
although they tried out two small cars under individual names. 

There has been a great temptation for drug companies, having 
hundreds of products, to adopt many trade-marks, assigning one 
to popularize each group of more or less similar articles. When 
one considers how difficult it is to get a name recognized by 100 
million people, the advantage of keeping the number of trade¬ 
marks at a minimum is apparent. Swift and Company have 
their blanket trade-mark, which goes on all of their products, thus 
identifying the source. The G. E. of the General Electric Com¬ 
pany is another similar trade-mark. However, where a trade¬ 
mark of this character is used, the advertising becomes much 
more difficult. It is utterly impossible to mention each product 
when the family runs into hundreds of different items. To con¬ 
centrate copy on the ability of the firm to supply the best goods 
in the best way may be called good institutional advertising, but 
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it is so diflScult to write selling copy of this nature els to be almost 
impossible. 

There seems in certain places to be a trend to the elimination 
of different grades of a product unless they can be definitely 
designated. As one manufacturer put it, “We make but one 
product and the best we know how.'' This simplifies business, 
but perhaps in the long run would not result in so great a volume 
as the firm could have secured with several items of lower quality. 

Bibliography 

Haase, A. E., and Others: ''Advertising Agency Compensation,'' Associ¬ 
ation of National Advertisers, Inc. 

Howeh, R. M.; "History of an Advertising Agency/’ Harvard University 
Press. 

Keeler, F. Y., and A. E. Haase: “Advertising Agency Procedure and 
Practice/' Harper <fe Brothers. 

Phelps, G. H.; “To-morrow's Advertisers and Their Advertising Agencies,” 
Harper & Brothers. 

Slomanson, a. J.: “Publication and Advertising Agency Problems,” Lloyd. 
Young, J. W.; “Advertising Agency Compensation in Relation to the Total 
Cost of Advertising,” University of Chicago Press. 



CHAPTER X 


Good-will Protection 


Three Forms. —There are three fundamentally different ways 
of protecting the good wiW of a business: (1) patents; (2) copy¬ 
rights; (3) trade-marks. Recently the courts have also recog¬ 
nized a property right in ideas and inventions, such as unique 
copy ‘^slants/’ new forms of campaigns, and display arrange¬ 
ments, of which wc shall have more to say later. 

Patents and copyrights are granted according to a provision of 
the Constitution which states that Congress shall have the power, 
‘^to promote the progress of science and useful arts by securing, 
for limited times, to authors and inventors the exclusive rights to 
their respective writings and discoveries.'' The idea of a patent 
is that when a new idea is incorporated into a mechanism or 
design the inventor, by securing a patent, is given the exclusive 
right to manufacture and sell the device for a specified, limited 
time. 

Construction patents nin for 17 years and then die. They may 
not be renewed. Design patents cover the invention of original 
and ornamental designs for articles of manufacture. They cover 
everything from rug and fabric designs to stoves, automobile 
hoods, wallpaper, buckles, printers' type, and underwear. They 
are issued for periods of 3M, 7, or 14 years, as the applicant may 
elect. Fees are in proportion to the length of time the patent 
runs. They are not subiect to renewal or extension of time. An 
application made for years and granted may not subsequently 
be lengthened. 

The fact that a patent gives the owner a monopoly of sale as 
well as of manufacture very greatly enlarges the importance of 
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patent rights to both wholesalers and retailers. However, 
damage suits against distributors have been infrequent. 

Priority of the application and use of an idea is the basic con¬ 
sideration of ownership. Even though a patent has been issued, 
if another person has made use of the same idea for a longer time 
and has continued to use it, the ownership is his and the patent is 
noneffective. If the claimant has used the idea and abandoned 
it, then the rediscovery is valid and the patent will hold even 
against the first one who put the idea into use. 

When a new invention, like the radio or phonograph, is given 
a name in an application for a patent, care should be used to 
adopt a name that differs from the one by which it will be gener¬ 
ally known. When the phonograph was invented it was given 
that name in the patent application. Other talking machines 
w^ere soon brought onto the market, but for the 17 years the 
patent was in effect they could not be called “phonographs.” 
The Edison machine w^as at first known as “gramaphone.” 
After the original patent expired the right to a monopoly of the 
name also expired, and all talking machines assumed the generic 
name of phonograph. 

When Burroughs invented the adding machine, he patented it 
under the mouth-filling name of “arithmometer.” With the 
expiration of patents that name became common property, but 
so far as the authors have been able to learn, there has never 
been a rush of competitors who wanted to call their machines 
“arithmometers.” Meanwhile the trade-mark. Burroughs, ha.s 
provided ample protection for the manufacturer. 

Copyrights. —A copyright is similar to a patent in that it gives 
the owuier a monopoly use of the form of the production which is 
covered by the copyright. Information as an addition to the 
general fund of knowledge is not subject to monopoly control by 
any process of law. The particular form in which ideas of an 
artistic or informative nature are presented may be protected 
from copy or infringement. For example, a table of vital statis¬ 
tics is subject to copyright. The information which that table 
carries is common property. Anyone may use it or publish 
material which it contains. The protection is against reproduc¬ 
ing the same form. This protection extends to all translations 
into other languages. Again, any musician is privileged to com¬ 
pose and publish dance music suggestive of the smooth, rhythmic 
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flow of a river, but no one can use the exact cadence of “The Blue 
Danube/' which is copyrighted. 

Except with authors, moving-picture producers, theaters, and 
publishers, copyrights for books, plays, music, etc., have a limited 
application to business. In advertising and in preparing labels, 
the privileges of copyright may be valuable and far-reaching. 
List houses copyright their lists so that they can prevent resale, 
which is detected by adding key names and addresses. These 
would never get mail except when sent as part of the list. As 
with trade-marks, the law is simple, but its application is involved 
beyond the comprehension of the layman. 

For most printed forms which fall under the classification of 
books, the process of securing a copyright is delightfully simple. 
On forms which may be secured on request from the Register 
of Copyrights, Washington, D. C., the applicant fills in blanks 
which describe the nature of the work and the country in which 
the typesetting, printing, and platemaking were done. The 
phrase copyright (date) by (owner) or the substitutes for this 
form provided by law must be imprinted on all the copies issued. 
Before the “books” go on sale or are otherwise distributed 
to the public, two copies must be sent to the Register of 
Copyrights together with the blanks, which have been filled in 
and acknowledged before a notary public, and the registration 
fee of $2. 

In the casc‘s wher(‘ a co])yright is refused, the notice is evidently 
erroneous and misleading, but nothing can b(^ done about it. 
That is the way the government handlers these matters. Obvi¬ 
ously, the notice of copyright is not of itself evidence that a copy¬ 
right exi.sts. 

Prints (pictures) w^hich are drawn, ])ainted, printed, etched, or 
photographed may be copyrighted. If they are to be used in 
advertising, they must not be attached to the merchandise or 
made a part of the label. Where a printed line would tend to 
mar the print, a “c” in a circle may be us('d to give notice of 
copyright. 

Lectures, sermons, addresses, and similar productions prepared 
for oral delivery may be protected by copyright by depositing 
a single copy with the Register of Copyrights. This protects 
the owner from public recital of his production. However, a 
poem that has been copyrighted may be recited for a radio audi- 
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ence without conflicting with the law,^ but to print a copyrighted 
poem or other literary composition in an advertisement would be 
a gross infringement. Copyright owners may give permission 
for the use of their material without invalidating their rights. 

Copjrrights for Labels and Advertisements.—Radio is yet too 
new for court decisions fully to establish the limits of copyrights 
in broadcasting. In general, the distinction may be made that 
it is an infringement to put on the air music, lectures, plays, and 
other forms of amusements or instruction intended to be given 
orally; whereas, copyrights covering printed material are not 
infringed by broadcasting. 

There is a considerable vogue of copyrighting published adver¬ 
tisements. The process is the same as for any other forms of 
printing; for example, a rotogravure advertisement in a Sunday 
newspaper requires that two copies of the “complete publication“ 
be filed with the application, this in addition to the publisher’s 
copyright and all the other advertisements in the issue which are 
to be so protected. 

The writer has known retail stores in San Francisco to “lift 
bodily” advertisements from the New York newspapers and sub¬ 
stitute the name of the thief for that of the originator. The 
theft is recognized by many and the thief regarded with the 
ignominy he deserves. So far as injury of the one plagiarized is 
concerned, the authors have yet to find an instance where the 
infringement (which means theft) hurt the owner. Aside from 
pleasing the ego of the advertiser, or more likely of the advertising 
agent who prepared it, we have never discovered any worth-while 
advantages that came from this kind of “protection.” 

Copyrighting a label and an advertisement are far different. 
The label is copyrighted by the Patent Office, not by the Regis¬ 
ter of Copyrights. It must be attached to the article and 
describe it and it must have an original artistic or intellectual 
content. One or more colors may be used in combination and 
receive protection. So few labels are copyrighted that it is a 
distinction. Also it is a definite warning to would-be infringers. 
This, by the way, is the only protection available for a slogan. 
The cost of copyright for a label is S6. 

^Philip Wittenberg, “The Protection and Marketing of Literary Prop¬ 
erty,” Julian Messner, Inc. 
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Extent of Protection. —The term of life for a label copyright is 
the same as for other copyrights, 28 years, with privilege of 
renewal for the same period. The copyright offers a high degree 
of protection in that it covers both production and sale, and 
infringement may be stopped by injunction. Further, any 
printed material bearing the offending marks may be destroyed 
on court order. This is true also of printed and bound books. 
Suits for damage, however, usually bring little or no reward. 
In the first place, it is almost impossible to establish any definite 
amount of loss in court. In the second place, infringers and other 
thieves seldom have much financial responsibility, so that a 
judgment is difficult to collect. 

Under the common law, one may protect his name and reputa¬ 
tion even if he has sold his copyright interests. For example, the 
author of a book may sell his interest. The buyer may continue 
to publish it with the author's name, but he may not change it in 
a way that is displeasing to the author, such as issuing an abridged 
edition. 

A copywriter’s production belongs to his employer and may 
not be copyrighted except by the employer, that is, in the absence 
of any contract specifically reserving the production to specified 
purposes. Ed Wynn sold the rights to his humorous skits on the 
Texas Fire Chief program for publication. In litigation that 
ensued it was held that the proprietary rights to anything he said 
on the program belong to his employer, the Texas Oil Company. 
Cole Philips sold some paintings to Cluett, Peabody to use for 
illustrating car cards. When the buyer proposed to use them for 
magazine advertisements, Mr. Philips pointed out that that 
would be a violation of contract, which restricted their use to one 
purpose. 

Trade-marks. —Although the subject of trade-marks comet up 
only at long intervals, except in the very largest companies, it is 
one of the most important parts of most manufacturing busi¬ 
nesses. It is important to the sales department, to advertising, 
to production, and even at times to transportation. Trade-mark 
law is little understood by most practicing attorneys, and for that 
reason other officers of the company besides the attorney should 
diligently follow the uses and applications of the firm's identifica¬ 
tion marks, words, and symbols. 
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Trade-mark law is very simple, but its application becomes so 
involved as to baffle all but the specialist. However, the legal 
part of the trade-mark is no more important than the commercial. 
In both senses, the primary purpose is to identify the product 
which carries it and so to aid in selling. In a legal sense the pro¬ 
tection is highly important, for it prevents dishonest competitors 
from palming off imitation products for the genuine. In a com¬ 
mercial sense, it enables the consumer readily and certainly to 
select her favored product. Attorneys who know the law st^ldom 
have a selling sense, and that is surely of as great import ance as 
the legal technicalities, for it is to facilitate sales that trade¬ 
marks arc used. 

A trade-mark, as defined by the courts, 

... is a sign, mark, symbol, word or words which indicate the origin 
or ownership of an article—and which others have not the equal right to 
employ for the same purpose. In its strictest sense, it is applicable only 
to a vendable article of merchandise to which it is affixed.^ 

However, in actual practice the restriction is not so narrow. The 
familiar bell which is used so extensively hy the Bell Telephone 
Company is an example. In that case it identifies an organized 
vendable service rather than a commodity. 

An understanding of trade-marks is made more difficult by the 
loose use of other terms which sometimes mean the same thing. 
A trade name is one of these. ‘^Vaseline” is a trade-mark and 
happens also to be the name by which the petroleum jelly put out 
by the Chesebrough Manufacturing Company is known in trade. 
The word ^‘Ford^’ in script appears as a distinguishing mark 
on all automobiles and trucks put out by the Ford Motor Com¬ 
pany; but it is only the script form, not the name, which 
constitutes the trade-mark. The winged horse of the Socony- 
Vacuum Oil Co., Inc., is its trade-mark. “Mobilgas"’ is another 
trade-mark of this firm. As the latter is a word and so can be 
spoken and is used as the name of one of the firm’s products, it is 
called a trade name. 

Trade Names. —It is difficult to define the term “trade name” 
because it is used in so many different senses. Besides the one 
just illustrated, it means the name or designation under which 
a firm does business. For example, Rogers Peet is the name of 

^ Ball V. Broadway Bazaar^ N. Y. 1909. 
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a well-known clothing firm in New York. Neither word is the 
name of a man connected with the firm. The same is true of 
Prentice-Hall, the publishers. These are the names under which 
these firms tradej or carry on business. It is in this sense alone 
that the law takes cognizance of trade names. 

Irish lace, Irish stew, castile soap, near seal, French ivory are 
all trade names. Irish lace is a kind of lace not necessarily made 
either by or for the Irish. Neither is it all made in Ireland. It 
is a name used for a product familiar in the dry-goods and notion 
trade; hence it is a trade name. Irish stew is a kind of meat and 
vegetable dish knowm in the hotel and restaurant business by that 
trade name. Castile soap supposedly is made of olive oil. It 
was named originally for the district in Spain where the olive 
oil was produced. Near seal is the name applied by the trade to 
rabbit fur—not very near seal. French ivory is a celluloid. It 
is evident that a trade name is sometimes us(‘d to conceal rather 
than to reveal the nature of the product. Too often a trade 
name has been one which the trade und(Tstood and used in a way 
to deceive the consumer; this has been especially true of the fur 
industry. In the case of registered trade-marks, the trade name 
is the name for a product which has been monopolized by the 
manufacturer. Any other soapmaker could copy Ivory soap. 
He could make a cake of soap the same in composition, color, 
sizr‘, and shape, but he could not call it ‘‘Ivory.On the other 
hand, anyone may use the word '‘ivory'’ for any purpose except 
as the name of a soaj) or other article of the same classification. 
In the strictest interpretation of the law, the authors could be 
h('ld for infiinging the trade-mark rights of the owners by repro¬ 
ducing their marks in this text without their consent. 

What a Trade-mark Should Be.— It must not be forgotten 
that the primary purpose of a trade-mark iN to identify a product 
or firm. Whcui a woman enters a store and asks for Royal baking 
powder, she designates a common product, to be sure, but she 
also spcH'ifies that she wants the particular baking powder made 
by the Royal Baking Powder (^ompany. The trade-mark 
enables her, first, to designate the particular make she desires, 
and, second, to recognize the product whiai she gets it. In order 
that a trade-mark may serve these two highly important pur- 
poscs, it is well for it to have the following qualities: 
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1. It should be easy to pronounce. Hexylresorcinol is easily 
pronounced after one has learned how. It is forbidding to most 
people when first met. None of us like to expose our ignorance, 
and very many times a consumer will take some substitute article, 
as second choice, rather than run the danger of being laughed at. 
Royal, Corona, Lux, Old Dutch, G. E., and Jell-0 are examples 
of names which everyone knows. Prophylactic was a sticker for 
a long time, but once learned it was remembered. Weyer¬ 
haeuser, Djer Kiss, Clicquot Club, Bon Ami, Glycothymoline, 
and Socony have encountered difficulties. 

2. It should be easy to remember and recall. This is obvious 
—it needs no discussion; yet it is so important that other desirable 
qualities may be waived to achieve it. The Purina Company 
chose a mule with an iron kettle hanging to his tail for a stock 
food. The explanation for the unattractive selection was this: 
The product has its greatest sale in the South. An ignorant 
stable boy might forget the simplest word if he were sent to the 
store for it, but the densest would remember this picture. 

3. It should be pertinent to the article. Old Dutch Cleanser 
is a good example. It is suggestive of the proverbial cleanliness 
of the Dutch. Angelus might be fine for a musical instrument, 
but for candy or a cathartic, it seems misapplied. 

4. It should be of simple design. The trade-mark is often 
used on rough paper and in small space and is printed under 
difficulties. Therefore simplicity is a great asset. 

5. It should give a pleasant suggestion. It is good psychology 
to make a product and its use seem agreeable and pleasant. 
This should apply to the wrapper, the package, the adver¬ 
tising, and, most of all, to the name and distinguishing marks. 
“Grime” has many qualifications as a good name for a soap; that 
is, it is a grime remover. The unpleasant associations which the 
word brings to mind would disqualify it for any product. 

6. It should not be of a nature to go out of style. The Quaker 
of Quaker Oats fame, the Corticelli kitten and the Skinner satin 
Indian are types that continue unchanged. The old gentlemen 
with the flowing burnsides, however, was so strikingly at odds 
with the name of the Style Plus clothing he was supposed to 
represent that he has been retired. The kindly lady serving 
Baker’s cocoa is so patently of a past generation that her con¬ 
tinued usefulness is questionable. 
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7. It should be adaptable to a family of products. Often when 
the original trade-mark is selected no thought is given to other 
products which may be added later. Keen-cutter was a good 
name—though descriptive—for the edged tools which the Sim¬ 
mons Hardware Company were then manufacturing. But when 
hammers, squares, mauls, and other such products were added, 
Keen-cutter was not appropriate. Beech-Nut, although chosen 
specifically for hams and bacon, has proved admirably adapted to 
other food products and to chewing gum. 

8. Above all things it should be distinctive. The Cudahy 
Backing Company, owner of the Old Dutch trade-mark, have 
had no trouble or expense in defending that ideal name and 
symbol. The same may be said of Bull Durham and many 
others. But the Coca-Cola Company has spent a great fortune 
in defending the name of its product from infringement. A 
volume of over three hundred pages has been published giving 
the history of this litigation, and, alas, the infringement suits 
continue. The National Biscuit Company has Vxien almost as 
unfortunate, in defending their design, which so few can 
remember. The difference is largely, but not wholly, a matter 
of distinctiveness. 

9. One negative requirement positively should not be over¬ 
looked. The trade-mark should be so chosen and applied that it 
will not become generic. Frigidaire, as used by the public, is 
the term to designate any electric refrigerator, not specifically 
the one made by the General Motors Corporation. Likewise 
Kodak is the public’s general name for a portable camera, not 
alone the one made by the Eastman Kodak Company. Victrola 
is the name of any talking machine to the layman, not necessarily 
one made by the Victor Talking Machine Company. As for 
celluloid, a large majority of people do not know that it ever was 
one of the choice possessions of the American Celluloid Company. 
These words, which should designate and identify the products 
of their respective companies, have lost their ability to do so. It 
is not that the phrases are poorly adapted to use as trade-marks. 
On the contrary, those mentioned seem happy selections. The 
fault is in the advertising. Frigidaire should always have been 
followed by “refrigerator.'' If they had always been called 
Kodak cameras, as one might say Kodak film, or Kodak tripod, 
Kodak would still be Eastman's word. If Eversharp had been 
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used to indicate any mechanical pencil, it would long since have 
lost its usefulness. While it is Eversharp pencilj or Eversharp 
pen, it continues to serve the purpose of a trade-mark and a valu¬ 
able one for the Wahl ('oinpany, the owner. Singer is no longer 
the exclusive property of the Singer Sewing IVIachine Company. 
It designates a style of sewing machine and anyone making that 
model may call it a singcT. In the case of Mason’s fruit jars, 
also a valuable trade-mark has been permitted to become a com¬ 
mon name. 

Growth of Corporation Parallels the Growth of Impersonality. 

There used to be a common saying that no one ever failed in 
advertising who had shown his fa(‘e along with his pioduct. 
Probably th(‘re is no more truth in that tlian in most gtmeral 
sweeping statements. Howe\er, exam]>l(*s of success are numer¬ 
ous. W. L. Douglas with his shoes; Gerhardt Mennen with his 
cosmetics; Gillette with his razor; Thomas A. Edison “the most 
photographed man that ever liv(‘d”; Father John and his lini¬ 
ment; P. T. Barnum and his show" are a f('w that readily come to 
mind. 

It is no longer consid(*red really good taste for one to blazon his 
face so extensively. Besides, there is s('ldom much sales value 
in the photograph of a manufacturer, (^'rtainly llu'ie was not, 
and is not, anything in the appearance of M(‘nnen tliat w'ould 
induce people to use his talcum powd(*r, and the manufacturers 
are fading him out. While Douglas’s picture fitted in with his 
particular kind of advertising, it really limiti‘d his co])y to one 
general style. Edison w’as so w(‘ll known, so highly respected, 
and besides so good looking that either his name or his face, when 
associated with a product, gave it prestige. 

The use of the family name has been of much wid(*r use and 
of a greater degree of success. In the aulomobih^ field there are 
Ford, Buick, Nash, Hudson, Rolls-Royce, GJirysler, Ghevrolet, 
and Oldsmobilc (R. E. Olds), wdiich have successfully carric^d 
the name of the inventor or maker. Others are Swift, Armour, 
Hershey, Morris, C'olgate, Cudahy, lapton, Procter & Gamble, 
Heinz, Post, John Wanamaker, Kellogg, Marshall Field, Singer 
of sewing-machine fame, and many, many more who have become* 
nationally and internationally known. Great stores have quite 
generally borne the name of an individual. Railroads have not. 
More often they have been named for a comparatively obscure 
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town which would be unknown otherwise. The Burlington, 
“Soo,” Santa Fe, and Wabash are examples. 

The psychology seems to be that the name of an individual 
helps to fix responsibility. Perhaps the same, at one time, was 
true of the proprietor's photograph. 

Autographs of individuals have proved generally successful, 
such as Kellogg, Ford, (at least it has the form of a signature), 
Borden, and C. H. Fletcher of Castoria fame are a few. Indi¬ 
vidual names are open to the objection that so many persons 
have the same or similar names, and each person has the inalien¬ 
able right to attach his name to the product that he has produced. 
If 50 John Smiths make razor blades, each under his own name, 
or 100 Abraham Cohens make men's socks, all under their signa¬ 
tures, much confusion would result. While each firm was small 
and restricted its business to local territory, there might not be 
much conflict; but even if two in each group aspire to cover the 
national market, litigation is sure to develop. 

Other Sources of Names. —Trade-marks have been devised in 
many ways. Some manufacturers have resorted to invention; 
Lux, Lysol, Uneeda, Nujol, Kodak, Karo, Crisco, Yuban, Mazola. 
Others have chosen common words suggestive of some quality or 
use of the product: Holeproof, Everwear, Ivory, Sunsweet, Sun- 
kist, Sun-Maid, Jell-0, Sunshine, Beech-Nut. 

Initials of the words which make up the firm's name have 
yielded the following: Armco, Socony, Nabisco, Texaco, Sunoco. 

Then there is the lazy, unimaginative way of selecting some 
common word of general meaning and applying it to products in 
such a way that it could not be called descriptive; Onyx, Acme, 
Standard, Best, Royal, Perfection, Premium, Superior, Crown, 
Top-notch—these are used for merchandise of various sorts. 

A great many trade-marks have interesting histories, but, as 
advertising men come to know their business better, there are 
fewer romances of this nature. Public contests to select names 
are not so popular as they once were. The great trouble was 
that the public had an erroneous idea of the limitations of a 
trade-mark. Most of those submitted were either descriptive 
of or founded upon the name of one of the ingredients, which 
made them ineligible. A more recent practice is to submit the 
product to an advertising class (or classes) in college and offer a 
prize for the best name. Then the contestants know what is, 
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and what is not, appropriate, and while their entries may lack 
originality they will be technically admissible. Frequently the 
list submitted is highly pleasing. 

Another resultful way of getting a trade-mark is to ask an 
advertising agency to submit 50 from which to select. Occasion¬ 
ally the right name seems obvious and is adopted so informally 
that three years afterwards it is difficult to trace the source. 

One Brand or Many. —A blanket brand (such as the “G. E.” 
in a circle for the General Electric Company; “S'' in a circle for 
Swift & Company; the “57" of the H. J. Heinz Co., and the 
Dutch boy of the National Lead Co.,) performs the bare identifi¬ 
cation of the source of the products it represents. It is evident 
that the blanket brand does not lend itself to the same degree of 
aggressive selling as more highly individualized brands. For 
example, compare the blanket brand of Swift to Silverleaf, the 
name of their lard. The latter is so individualized that it can be 
presented with a stronger personal appeal than the abstract sym¬ 
bol of the “S" in the circle. 

The term “fighting brand" is used for the identification mark 
when there is a price war and the standard product is temporarily 
withdrawn from the district where price cutting runs rampant. 
Dr. Price's baking powder is a brand owned by the Royal Baking 
Powder Co. Itisthesame, or practically the same, as Royal. In 
case a price war develops, it is the practice of the company to 
retire Royal, rather than to take a chance of demoralizing the 
market with unwarranted price reductions. Then Dr. Price's 
baking powder is offered in its place, and no restrictions are made 
on resale prices. When the market resumes its normal status, 
salesmen no longer offer the substitute, but advise customers that 
“Royal is now available." 

Automobile tires and breakfast foods are other products which 
have employed fighting brands, not infrequently for a product of 
lower quality. With the fair-trade laws in effect, and with the 
FTC and Better Business Bureaus constantly warring on unfair 
trade practices, and particularly on untruthful advertising, the 
fighting brand is disappearing. There is not the excuse for it 
that formerly existed. 

It is a difficult matter to draw the line on the number of trade¬ 
marks that are advantageous. Beech-Nut, Campbell's soup, the 
leading watch manufacturers, Kellogg, and many others have 
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been highly successful with one. Procter & Gamble have several 
and are still adding new ones with new products. They brought 
out Crisco and P & G white laundry soap about the same time. 
It was thought to be highly desirable to build up an identity for 
Crisco unconnected with Ivory soap. Great as was the prestige 
of this manufacture*!-, it was thought that the firm name on a food 
product might suggest that it was a by-product of soap. This 
would have been disadvantageous; so the manufacturer's name 
was omitted, which seems reasonable. In the case of the laundry 
soap, it might have been easily possible to take ad\ antage of the 
universal favor that Ivory enjoyed to popularize another but 
different soap. The firm preferred to give the laundry product a 
new name but to connect it closely with the firm's name, hence 
P & G. More recent products have been given other names, as 
Camay, a toilet soaj), and Teel, a dentifrice. Ivory Flakes, how¬ 
ever, was a name used to connect the product with the popular 
Ivory soap. 

The points to bear in mind are as follows; 

1. It costs a very great deal of money to get 30 million 
families to learn a new name. Obviously, it is advantageous to 
make the acquaintance with the new identificaLion mark as easy 
as possible. 

2. Products that tend to be antagonistic should not be herded 
together under a family name. It would be ridiculous for Swift 
& Company to extend their very good name for lard—Silverl(*af— 
to glue or their packaged fertilizer. It would not help cither of 
the latter and might do the former irreparable harm. 

Legal Protection of Trade-marks.—Common law protects each 
of us from infringement of the name we were given at our birth 
or any trade name that we assume in our business. Further¬ 
more, if w^e adopt a distinguishing mark for the product we make, 
we have protection against those who Avould copy it or imitate 
it. The process of legal protection includes the issue of writs 
of injunction against infringement. This involves establishing 
ownership. Ownership here means priority of adoption and con¬ 
tinuous use. These are facts which are often difficult to establish 
in a court of law. In addition, the common law is always inferior 
to enacted statutes and is of local application. An injunction 
granted in Williams County may not be operative in the adjoin¬ 
ing county of Paulding. So the infringer may escape the pro- 
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visions of a writ of injunction by moving to the next county, or, 
at most, to a neighboring state. 

In any case, the one who asks a court to grant relief from such 
an unfair trade practice' as imitating a trade-mark must be sure 
that he is not guilty of unfair trade practices. In the language of 
the law, one who asks for equity must come into court with clean 
hands, which is aiiotlu'r way of saying the same thing. A veiy 
palpable case of infringement was thrown out of court because 
the plaintiff was making an untrue representation of the origin 
of his pjodiict. This was more or less accidf'iital, was wholly 
irreh'vant to the case under consideration, and in no way influ¬ 
enced the business of tht' infringer. Yet the infringer eseaped 
the consecpK'iicc's of his fraudulent practices, because the one he 
was injuring had been guilty of untruthful advertising. 

In anotlu'r cas(‘, th(' firm asking for relief from ijifringement 
had been guilty of misstating the age of iUs business life in its 
advertising. When this was shown in court the complaint 
against the infringer was withdrawn, although age had nothing 
at all to do with the case. It is true, however, that in cases of 
this kind, tlu' misdc'ed r'onii)lained of can be corrected and then 
the complainant can be purg(‘d of unclean hands —in court 
language- that is, if the advc'rtising in each of t hes(* cases were cor¬ 
rected and the corrc'ction continued for a reasonable' time, then 
the plaintiff may re'uew his n'epiest for relief against infringement. 

Most protection is found by ri'gistering the' tradc'-mark prefer¬ 
ably with the Federal government or with th(' state, or both. 
The state registrations are not uniform, some being more defi¬ 
nitely heljiful than others. It is tlie Federal protection that is of 
real A^alue. States which have enacted trade-mark laws have 
sought to give' plot(‘ction to the owner in addition to that pro¬ 
vided by th(' F('deral laws. State statutes may not modify or 
change the acts of Congress. 

With trad(‘-marks, as with patents, registration is presumptive 
evidence of ownership; that is, registration puts the burden of 
proof upon th(' plaintiff. Priority of adoption and continuity of 
use determines owiu'rship, regardless of registration. 

Advantages of Registration.—In practice, however, the regis¬ 
tration of a trade-mark virtually establishes ownership. Where 
litigation arises, almost without exception the firm which has 
established presumptive ownership by registering its trade-mark 
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is the one to claim damage because of infringement. Registra¬ 
tion definitely fixes the date of adoption and use. Those who 
might have had a legitimate complaint were given notice in a 
general way by publication of the proposed trad('-mark in the 
Patent Office Gazette for three weeks before it was accepted for 
registration. Of course no one who is not a patent attorney 
would regularly sec that publication. It is presume d, however, 
that a firm in active business would discover a competing trade¬ 
mark similar to the one it uses before the infringmeni had ])een 
given much publicity. 

The very act of registration gives Federal courts jurisdiction 
regardless of the amount involved. One Federal court order 
covers the whole country, and an infring(‘r gains nothing by mov¬ 
ing to a new location. If actual damag(‘ r*an be shown, the court 
will aw’-ard damages to thr(‘e timers the amount specifically 
proved. This is call(‘d “pimith’e damages.^’ In addition to 
that, a writ will be issued directing an officer of the law to go to 
the place of the infringer and take away all th(' materials, includ¬ 
ing goods, which bear the offemding mark and destroy them. A 
bonfire of goods and advertising matter* before the door of the 
iiifringcT has had a salutory effect in numc'roirs instances of 
fraudulent imitation. 

Another important advantage of registration is that, except in 
a few instances, a trade-mark must be registcj*ed at home before 
it can be registered in a foreign country. In most of the Latin 
countries trade-marks are owned by the one who r(‘gisters them. 
He may not have originated the mark and may ne\’er have itsed 
it, but the fact that he has paid the registration fee makes him 
the owner. Subsequently, good.*^ importc'd which bear those 
marks are confiscated and the importer is subject to fine or 
imprisonment unless the owner first settles with the one who has 
stolen the emblem. One trade-mark pirate registered all the 
names of American automobiles that he could find in current 
magazines. The automobile manufacturers had to buy back 
their own trade-marks before they could ship any cars into that 
country. 

Requirements for Registration. —In order to qualify for regis¬ 
tration a trade-mark must meet the following requirements: 

1. It must be distinctive. This means that it must not closely 
resemble another trade-mark used for the same class of goods. 
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There were 52 different classes of goods when the authors last 
consulted with the Patent Office. In theory, at least, the same 
trade-mark might be registered for each class. Some words, such 
as Premium, occur again and again. There are, for instance, 
Premium bacon. Premium pens, Premium pocketknives, Pre¬ 
mium shirts, and Premium glue. The recent practice, however, 
is to restrict the use of a mark, if it is likely to lead to confusion of 
ownership, even if the class of goods is different. 

2. The trade-mark must be attached to the goods which it 
identifies. In the case of fabrics, liquids, eyeglasses, and many 
others, this may be difficult but it is required. The ingenuity 
of the owner must not fail. 

3. Merchandise must be sold outside the state where it is pro¬ 
duced if the trade-mark it carries is to be registered in the U. S. 
Patent Office. 

4. The trade-mark must be truthful. A trade-mark or symbol 
will not be registered if directly or indirectly it states or infers an 
untruth. 

Formerly a requirement for registration was that the mark had 
not been registered for the same class of goods previously. This 
involved so much research and was so at variance with the rules 
pertaining to abandonment that it is no longer required that the 
trade-mark be new. If a firm omits its trad('-mark from goods 
on which it has been accustomed to appear, by so doing the firm 
abandons its rights. In such cases anyone else may adopt the 
mark and hold it even against its former owner. Continuous 
use is necessary to defend ownership rights. 

It may be observed that some trade-marks widely used and 
bearing the statement “Reg. U. S. Patent Office” do not wholly 
conform either to the above requirements or to the negative pro¬ 
visions which follow in the next paragraph. The explanation is 
that when the basic act was passed by the Congress in 1915, it was 
provided that any trade-mark which had been in continuous use 
for 10 years prior to its enactment might be registered regardless 
of its lack of conformity to the provisions of the act. Presumably 
the same condition still applies; that is, a trade-mark which was 
used in interstate trade in 1905 and has continued might still be 
registered even though it did not comply with the provisions of 
the fundamental law. 

What Trade-marks May Not Be. —The Patent Office is author¬ 
ized by law to make rules governing the registration of trade- 
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marks. These rules are seldom altered in any basic particular 
except at the order of Congress or a competent court. However, 
they have been subject to literal interpretation under some super¬ 
visors and too loose interpretation by others, so that the rulings 
have fallen short of strict uniformity. The following disqualifi¬ 
cations generally apply, and registration is refused a trade-mark 
if it exhibits them: 

1. A trade-mark must not resemble another already registered 
for the same classification of goods or goods having some of the 
same characteristics as those bearing the trade-mark. Skookum 
might conceivably be accepted for men’s collars and ties, for 
shoes, or for stationery. It would not be acceptable for a food 
product because the owners use it for apples and other fruits. 
Would confusion arise over the origin of a product so labeled? 
This is the question which determines availability. 

2. A geographical name may not be registered. There are a 
few exceptions to this rule, an example of which is Palm Beach. 
This was registered for a light fabric on the ground that it would 
be taken to indicate suitability for Palm Beach wear, and not to 
indicate the place of origin. 

3. The name of an individual may not be registered unless it 
is in a distinctive form, and only for that form. The script of 
Ford is an example. 

4. A trade-mark must not be used in an unlawful business. 
No trade-maik would be accepted for smuggled goods or for 
unlicensed narcotics. 

5. A picture of a living person will not be registered unless the 
application is accompanied by his written consent. 

6. Words or devices descriptive of the goods are not accepted 
for registration. These are undesirable, even if they were accept¬ 
able. Neverust was held not to be infringed when a competing 
manufacturer advertised his screens as the never rust kind. He 
had a right to say they would never rust if it were true. 

7. The insignia, flags, coats of arms, and emblems of sovereign 
states, political divisions of a state or country, churches, institu¬ 
tions of learning, and fraternal organizations are not accepted for 
registration. It would not be unlawful to use the flag of a foreign 
country as a trade-mark in most states, but it could not be regis¬ 
tered. On the other hand, the use of the flag and other insignia 
of the United States is forbidden in all private advertising by 
state enactments. 
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8. A distinguishing mark which is immoral or scandalous in 
itself or any mark used for a product which is injurious, like 
opium, cannot be registered. 

9. A trade-mark must not be deceptive in any particular, as 
it affects the public. It is the effect upon consumers that is the 
determining factor. To plead that the trade understands the 
term is no defense if the public does not understand it. 

Other Means of Protection. —In addition to voluminous legis¬ 
lation to protf'cl Imsiness from fraud, theft, arson, forgery, and 
trespass, there are several other sources of police power and 
authorized commissions which can regulate trade. Some of these 
are discussed in Chap. XIV. The honest advertiser is protected 
from illegitimate competition in that fraudulent advertisements 
may not be sent through the United States mails. Dishonest 
weights and measures ar(‘ everywlKTC' illegal and their use incurs 
the penalty of the hiw. This is a protection for the honest mer¬ 
chant as well as consumers. An honest advertiser is put to a 
serious disadvantage when his offerings come into competition 
with the unscrupulous and d(reptiv(* advertisement of a competi¬ 
tor. Such adv(*rtising is unlawful, as shown in Chap. XXI; if used 
in interstate business it is subject to censure by the FTC, which 
can issue a cease-and-d(\sist order similar in (effect to the court 
injunction. 

It was th(' original purpose of the law establishing the FTC 
to provide a tribunal with adecpiate powen* to handle unfair trade 
practices not adecpiatc'ly prevented hj existing laws. Inducing 
cancellation of contracts, commercial bribery, selling below cost 
to injure or ruin a competitor are some of the unfair trade prac¬ 
tices which have been brought before the Commission. Imitat¬ 
ing labels and giving excessive discounts to large purchasers arc 
others. In tin* famous Goodyear-Sears Roebuck case the issue 
was excessive discounts, and an order was handed down directing 
the manufacturer to cease and desist from selling to the mail¬ 
order house at so gre^at a differential. The authors are not in 
sympathy with this particular ruling, which the courts have 
annulled, but it illustrates the power of th(‘ FTC and'the type of 
complaints it handles. 

It is not necessary to employ an attorney in order to bring a 
case to the attention of the FTC. A careful explanation written 
by a layman may be sufficient to start action. So far the Con- 
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gress has never given the FTC the authority to decide in advance 
just what unfair trade practices consist of. Rather the pattern 
of the Sherman law has been followed, which makes the creation 
and maintenance of a monopoly unlawful, but docs not specifi¬ 
cally define “monopoly.” It is left in each case for a court to 
decide. 

The above is a conspicuous example of the American way of 
legislating. A jury can decide if a monopoly has been main¬ 
tained, but not what in another case would be a monopoly; for 
if the FTC, or any other group, were permitted to establish defi¬ 
nitions and rules which amount to law, they would be acting 
as legislators, which th(‘y are not. Legislative action by an 
api)ointed body is the essence of personal tyranny; that is, one 
may be h('ld guilty for an act, when IIktc uas no law prohibiting 
it at the time. The difference may seem to be very narrow in 
some instances, but the principle is both basic and profound. 

Property Rights in Trade-marks. Both patents and copy¬ 
rights, as already stated, are forms of pro])erty. They may be 
bought and sold, assigned, and even mortgaged. But this is not 
true of trade-marks. They can neithtT be bought, sold, nor 
rented. In and by themselves they are not propcTty. When a 
business is sold, the rights to trade-marks do not go with it except 
by definite, wTittcn provision. As part of and representing tin* 
good will of a business, the right to the trade-marks may bo 
acquired by purchase, but only in connection with the transfer 
of the business in which they have been used. 

The reason for this is founded in good logic. A trade-mark is 
a means of identifying a product as coming from a definite source. 
Silverleaf lard is lard made and pack(‘d by Swift & C'ompany. 
Now if Swift & Company were to jiermit another firm to 0*^6 
Silverleaf as a trade-mark for either lard or another similar 
product, as butter, the public would be misl(*d. The consumer 
now buys Silverleaf lard knowing it to be a Swift product. If 
any other firm were allowed to use that term, it would lose all 
meaning. It would no longer identify a product, which is its 
principal purpose. 

So the loose talk one so commonly hears about the vast 
amounts invested in trade-marks is a fiction. If the statement 
has any definite meaning, it is that the good will of the business 
is great and the trade-mark is a symbol of that good will. The 
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value of a good name is illustrated by a story told of General 
Robert E. Lee. The officers of a life insurance company went to 
General Lee and asked if they could arrange to use his name for 
their company. There had been so many failures of these insti¬ 
tutions, and withal so much fraud, that public confidence was 
badly shaken, and something to promote assurance had come to 
be a necessity. It was thought that the great prestige of the 
name and the known personal integrity of the man would provide 
the much-needed public confidence. A quarter of a million 
dollars in cash and an interest in the company were offered for 
the use of his name. 

''Is my name so valuable as that?^^ inquired the general with 
frank surprise. 

"That is a great sum of money, with much more to come if 
you accept, but we believe it is worth the money or we would not 
make the offer,” was the answer. 

"Well,” meditated General Lee, "if my name is so valuable as 
that, don’t you think that I should be very careful how I allow 
it to be used?” He refused the offer and died with far less than 
the sale would have provided. 

Should a valuable trade-mark be treated with less care? 

Common-law Protection of Ideas. —For many years it was 
regarded as impossible under existing law to protect ideas. With 
the development of advertising and the more general recognition 
of the value of a good selling idea, courts have come to recognize 
a property right in an idea and have granted substantial sums as 
compen.sation for ideas which have been illegally appropriated. 

One of the first—perhaps the first—verdicts carrying damages 
for appropriating another’s ideas without compensation was the 
Gray Advertising Service v. Yhry, IncA According to the agency’s 
complaint, it was to act as advertising agent if the general 
plan which it had submitted was approved, and $40,000 was 
to be spent for the advertising. The agency was never officially 
appointed to handle the account, but, it was alleged in the com¬ 
plaint, an advertisement appeared in a publication known as the 
Paris Comet, published in Paris, France, which embodied the 
photographs and ideas it had submitted. The complaint charged 
that this advertisement was inserted by Ybry, Inc. These 
allegations were denied by Ybry, but the court found in favor 

^ PrirUcTs* Ink^ Feb. 19, 1931, p. 104. 
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of the advertising agency and awarded the agency $3,000 and 
costs. 

Numerous similar cases have been tried and damages awarded 
varying from $400 to $6,500. Other cases have been settled out 
of court by the payment of substantial sums. The probl(*m has 
two sides. That of the author of the idea has just been discussed. 
Now it has become necessary for advertisers, and (‘specially for 
advertising agents, to protect themselves against what might 
easily deteriorate into a racket by those who are ingenious and 
dishonest. Printers^ Ink employed Attorney I. W. Diggs of the 
New York bar to make an analysis and suggestions which provide 
protection. The following has been condensed from that pub¬ 
lished report. 

Thus it would appear that the creator of an artistic work possessed, 
and still possesses, a common law right in his work entirely apart from 
the right accorded him under the copyright statutes. This common law 
right, however, exists only when certain definite requirements have been 
satisfied. In order to understand these limitations, which otherwise 
might appear arbitrary and capricious, one must bear in mind the 
instorical development of this common law right and recall that it 
started as property right similar in nature and etfect to a property 
right in a piece of land or a chattel. An owner of any form of property 
may alienate part or all of his interest in it in one of sev(‘ral ways. He 
can sell or hypothecate the property, or he can abandon it.^ 

The following questions and answers were included as a part 
of the report: 

Q. If an agency has an idea submitted to it without the knowl¬ 
edge of the advertiser and a year or so later uses that idea 
without compensation to the originator and still without the 
knowledge of the advertiser, is the agency or the advertiser 
liable? If the agency is liable and cannot pay is the adver¬ 
tiser liable? 

A. Both the advertiser and the agency would be liable in this 
instance. Recovery by the plaintiff against one would bar 
further suit by him against the other. When an agent, work¬ 
ing in the employment of his principal and acting within the 
apparent scope of his authority, commits a wrong, he is 
liable as the wrongdoer, and the principal ia liable on the well- 

^ Printers* Ink, Aug. 8, 1935, p. 10, and Nov. 21, 1935, p. 15. 
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known principle of respondeat superior, (Broadly, let the 
master answer for his servants wrong.) Since it would 
appear to be within the scope of an advertising agent’s 
authority to examine advertising suggestions for his principal, 
wrong done whil(' acting within the scope of that employment 
prol)ably would rcaider the advertiser liable. If damages 
were recov(Ted against the ad\er(iser, in this case, he would 
have a si'parale action against the agency for the loss(\s thus 
sustained, since such damage was due to its wrong. Thus, it 
will b(* noticed, the indemnity provision mcjitioned in th(‘ 
body of this article is little mor(‘ than declaratory of a right 
which exists in law. 

Q. Is there any otlua* metliod wherel^y the advertiser can obtain 
protection through th(‘ agency than by the indemnity clause? 

A. Yes. Tlie ag(‘iicy may, by contract, agr(‘e to take out insur¬ 
ance against such loss as is herein discussed, naming the adver¬ 
tiser as assured and beneficiary. 

Q. If an agency takes out insurance to protect itself and its 
clients from suits on ideas, can this insurance cover all the 
clients of an agency, or must specific insurance issue for each? 

A. The iK'cessity for si)ecific insurance polici(‘s can b(‘ avoided 
by liaA ing the agency insured against all (‘laims and losses 
which it may have to pay to advertisers. Thus, th(^ practical 
effect is that an advertiser who has beeai damage^d fil(*s his 
claims against the agency which, after paying it, may then 
recover from the insurance company. This, however, is 
more' a matter of insurance law than of “id(‘a” suits. 

Q. Is it ])ossible and practical for an advertiser to take out insur¬ 
ance protecting himse'lf against such suits? 

A. YVs. This is both possible and practical. He must be very 
carefeil, however, that such a policy covers all contingencies. 

Q. C’ari the ad\ ertiser, or agency, use a release which the sub¬ 
mitter of an id(*a may be required to sign? 

A. Such a release* is very desirable from the point of view of both 
the adveatisev and the agency. As a practical matter, how¬ 
ever, it does not vseern likely that a submitter would so readily 
abandon all right to his creation. Further, the release, if 
not made for eonaideration, Avould be revocable. 

Q. Does a verbal off(‘r of an idea give rise to a contract? Is it 
necessary that witnesses be present ? 
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A . A verbal offer, if accepted, becomes a binding contract. The 
presence of witnesses is not necessary to the existence of a 
valid contract, but their testimony is very valuable in proving 
that an oral contract was made. 

Q. How long do property rights in an idea hold? Is there any 
statute of limitations? 

A. There is no definite period of time. The statutt of limitations 
is of no aid in this matter, for it rommenees to run only after 
a wrong has been committed. In other words, the effect of 
such a statute is to limit the time in which a plaintiff may 
bring action after the wrongful act has been done. In our 
ease, no wrong is committed until the idea has been wrong¬ 
fully appropriated. Thus, the question of how long the right 
to literary property lasts is left unanswered. The question 
really to be decided by the jury is whether the defendant has 
copied the material of the plaintiff or whether he has merely 
arrived at a similar creation independently. If the time 
between the submission and the use is so great that the jury 
is certain the d(‘fendant has forgotten the original suggestion, 
there can be no n^covery against him. In deciding this impor¬ 
tant question, the element of time is a factual circumstance 
of great weight. 
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CHAPTER XI 


Private Brand Competition 


What Is a Private Brand? —A private brand ks a trade-mark 
owned and controlled by a distributor, or middleman, as con¬ 
trasted with “manufacturer's,’' “mill,” or “national” brands. 
However, the line between them is not sharply drawn, a fact 
which is illustrated by the following incidents. A large whole¬ 
sale and retail distributor of hose and underwear sold the whole 
output of a fabricator under his own brand. Aggressive selling 
and advertising soon increased the distributo"*’s business to the 
point where he was required to look for new sources of supply, 
although he continued to sell for his first manufacturer. Not 
finding a factory which could, or would, supply the needed mer¬ 
chandise he bought a knitting mill and proceeded to make a line 
of products similar to those already bearing his brand. The use 
of the brand was extended to the goods produced in the new mill. 
Here is a brand at one and the same time being a manufacturer’s 
and a distributor’s brand. It is a private brand on the goods 
that come from the original mill; it is a manufacturer’s brand 
when applied to the products of the owned factory. This is by 
no means an isolated case. 

The term “private brand” is also applied to brands controlled 
by chains and department stores, although with unit stores the 
trade-mark is sometimes called a “ store label ” One cigar manu¬ 
facturer has built up a considerable business by supplying cigars 
to clubs to be sold under their own names, as the Advertising 
Club, the Country Club, the Beach Club, or, more specifically, 
the Elks Club, or the Wooley Club. As the quality is the same, 
visitors at the various clubs can select a cigar with assurance by 
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the simple means of taking one named for the club, another form 
of private brand. 

The law in a general way protects goods bearing a trade-mark 
as they thread the channels of distribution to the consumer. 
While a wholesaler or retailer may remove the manufacturer’s 
brand and place his label in its place, the middleman may not 
alter the goods and continue to sell them under the manufac¬ 
turer’s trade-mark. To dilute such products as Listerine, Coca- 
Cola, Liptoil’s tea, or Burnett’s extracts and still sell them as 
genuine, would be a fraud. This protection does not extend to 
the fixing of prices, except as provision is made under the fair¬ 
trade laws. 

It has been cont(‘nded that, while the article itself belongs to 
the merchant, the trade-mark which it liears is the property of 
the manufacturer. When and if ruthless price cutting tends to 
rob the article of iirestige, or to lessen it in the eyes of either th(' 
trade or the consumer, then the brand is being injured. Neither 
whoh'saler nor retailer has a right hy price cutting, or otherwise, 
to injure the good will of the manufacturer. This n^asoning 
seems to the authors to be sound. 

The large question which arises is this: When, if ever, does 
cutting the iirice of a branded it(un of men'handise lessen its 
prestige or limit its sale? Th(‘ authors have sought vainly, over 
a period of many years, to find any ])rodiict that has been injured 
in prestige by being jilaced in th(‘ hands of consumers at a low 
price. Neither hav(' the authors found an aiith(uiticated case of 
a manufacturer being permanently injuri'd by having his ])rodiicts 
sold to consumers at a low ])rice. Quite th(‘ contrary, the h'ss it 
costs to distribute merchandise, the better it is for the one who 
produces it. 

Advantages of Private Brands to Manufacturers. —Often it is 
a great advantage to a manufacturer to be able to sell his output 
to a distributor who will take it all, resell it, and ])ay promptly. 
The hosiery and underwear manufacturer mentioned above is 
a case in point.. He maintained no salesforce and no credit 
department, operated on a minimum of capital, and had no losses 
from bad accounts. Indeed, the arrangement was so satisfactory 
that the manufacturer put up $50,000 a year to be used in adver¬ 
tising the goods under the private brand of the distributor. He 
could well afford to. It was his single item of sales expense. 
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As mentioned before, there is no logic in the circumstance's that 
require a manufacturer to be a marketer. His business is to 
produce goods. In contrast, the wholesaler, retailer, and all 
the other middlemen are salesmen. It is their business to sell 
goods, not to make them. It was the lack of foresight, of imagi¬ 
nation, and even of enterprise of the middlemen that forced the 
one who produced goods to go out and create a market for 
them. 

The manufacturer is fortunate when he can find one or more 
distributors who will take his output off his hands and sell it 
efficiently. The Cl(‘veland Metal Products Company is an exam- 
})le. It mad(‘ many items, among whi(‘h was an oil stove built 
for one of the major oil com])anies. This stove was designed by 
the distributor, the oil comi}any, and made to.his order. It was 
sold undcM- th(‘ distributor’s name as th(‘ Perfection oil heater. 
When salt's tended to slacken, the manufat turer put on an adver¬ 
tising campaign to consumers. When the interests of the oil 
company changed and it no longer pushed the sale of the Perfec¬ 
tion stove, the manufacturer bought the good will and name, 
which was ado])ted by the firm as the Perfection Stove C^.ompany. 
The occurrence sliows some of the advantages and some of the 
limitations of selling through distributor’s brands. This inci¬ 
dent was also mentioned when discussing Kxclusi\'^e Agents' 
Cooperation. 

Some manufacturers s('ll both ways. One of the largest manu¬ 
facturers of fine shoes has a widely advertised and ])()])ular brand. 
It also makes sho(‘s for sonu* of the leading shoe stores, which 
ar(' sold under the store’s lab(*l. This increases volume and so 
tends to reduce overhead. Further, as the stores contract well 
in advance of d(*livery dates, it provides a means of equalizing 
the factory operations, and, as th(ise stores arc primarily inter¬ 
ested in a first-class article, they are willing to pay prices that 
permit profitable operation. 

A c('rtain aluminum company sells all its seconds for distribu¬ 
tion under private brands. This does not dimioralize the market 
for the best products nor force the firm into a two-quality prod¬ 
uct, which is so often confusing. 

Disadvantages of Private Brands of Manufacturers. —That, 
unfortunately, is only one side of the picture. It is obvious that, 
when a manufacturer turns over his whole output to another for 
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sale, he loses all touch with his market. As the years go by, he 
creates no consumer good will and continually labors under the 
limitations of his distributors. An example is the Mohawk 
Rug Company. For years it sold its whole product to a firm 
which, in addition to its stores in New York and San Francisco, 
is one of the leading wholesale rug houses. As the rugs were all 
sold under the firm^s brand, the manufacturer was unknown both 
to the trade and to consumers. Each time the contract was 
renewed new requirements were placed in it, which cut the manu¬ 
facturer’s profits, caused him extra trouble and expense, and 
otherwise made his life miserable. Finally, it reached the point 
that the distributor did not even consult the factory about the 
new contract, merely wrote it up with new exacting terms, then 
mailed it to the manufacturer to sign. It was quite as high¬ 
handed as a ukase from the Axis Powers. 

The manufacturer was helpless. He had no brand, was 
unknown to the trade, and had absolutely no market on which 
he could rely. He signed the galling document and returned it, 
making a solemn vow to himself that when that contract expired 
he would not be so helpless. After careful preparation, an exten¬ 
sive consumer-and trade-advertising campaign was started. 
This entailed heavy costs, as all sales had to be made through the 
distributor. At the expiration of the contract the Mohawk 
Company was ready to do its own selling. Fortunately for the 
distributor, one of the largest rug manufacturiTS, who had always 
disposc'd of his products by the antiquated semiannual auction 
method, was ready to enter into a contract for the sale of at 
least a part of his products. 

Another case was that of Fayette R. Plumb, manufacturer of 
carpenters’ tools. Each wholesale hardware company wanted 
its own brands and own designs. This resulted in a multiplicity 
of specifications, which required over 100 different styles of nail 
hammers, to cite one example. Other items were equally and 
needlessly vexatious. It made quantity production, with its 
many economies, impossible. This manufacturer selected the 
best of the tools he had been making, started advertising them 
aggressively, and refused to accept any more orders to be put 
out under private brands. He lost many customers but made 
money on the goods which he did put out. The black heads and 
red handles of his tools were his trade-mark. It is one of the few 
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instances in which color combinations have been accepted for 
registration at the Patent Office. 

In the case of private-brand merchandise the ultimate con¬ 
sumer is in no sense the manufacturer's customer. As consumers 
follow the brand, they will continue with its owner, however often 
he changes the sources of supply. The manufacturer has to look 
to his few distributors to take his whole output. If he has only 
one and loses him, he may be ruined. It is practically impossible 
for him to expand his business, and such orders as he does get are 
dictated by the buyer. 

Adding new distributors may be a partial answer, but it is 
much more difficult for a manufacturer to secure private-brand 
business than to make sales of his own brand of merchandise. 

Private Brands and Their Owners. —As the manufacturer, the 
distributor has both advantages and disadvantages in owning 
his brands. He becomes responsible for the performance of the 
product without being able to dictate how it shall be made, 
except by general specifications. After building up a demand 
he may lose his source of supply. A whol(\salc paper company 
put out a writing paper in nine different colors. It was a good 
article, the colors were popular, and business grew. But when 
the business slump came, the mill which had supplied this paper 
went into bankruptcy and was closed. Many other mills bid 
for the business, but none of them could match either the paper 
or the colors. Shipments were refused and returned; old cus¬ 
tomers quit buying; complaints mounted; and adjustments were 
demanded. The troubles were so numerous, in addition to bad 
business conditions, that the wholesaler also went into a receiver¬ 
ship, primarily because of the failure of the manufacturer. 

The fact that the FTC is unfriendly to private brands, esp» - 
cially when they come into competition with the manufacturer's 
brand, is at least a hazard. Sears Roebuck were forced to seek 
a new source of supply when the cease-and-desist order was given 
to the Goodyear Tire & Rubber Co., Inc. compelling them to 
discontinue sales on the old terms. This meant either establish¬ 
ing a factory to produce the well-established brands of this dis¬ 
tributor or dividing up the business among several small factories. 
It is evident that the latter procedure was a hardship when a 
uniformity of quality was so imperative. That the FTC's order 
was set aside by the courts some five years later may have been 
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some consolation, but it did not reimburse either the Goodyear 
Tire & Rubber Co., Inc. or Sears Roebuck for their losses caused 
by the order. 

The simple truth is that distributors are not manufacturers by 
tradition or training. They should stick to their selling. A few 
years ago both Montgomery Ward and Sears Roebuck started 
taking o\^cr small factories which had been providing them mer¬ 
chandise on contract. They soon found that they ef)uld not 
supervise and operate these manufacturing plants as efficiently 
as the original owners, so both changed policies and resumed 
purchasing on contract. 

Private Brands That Prosper. —To infer that private brands 
cannot be made to succeed would be a serious error. There are 
some private brands that dominate the markets in which they 
are sold—at least they outsell competing manufacturers' brands. 
White Rose, Ricludieu, Ferndale, Monarch, and Royal Scarlet 
are some of them. Knox gelatine for many years after it had 
become a household word was manufactun‘d on contract. 
The private-brand automobile tir(‘s of Sears Roi‘bu(‘k and 
Montgomery Ward hav(' a wider market tlian some of those made 
by the smaller tire companies. 

When a great department store, an extensive wholesaler, or a 
chain store goes to a manufacturer with specifications, orders 
goods prepared in the way it has found them to be most servi(‘(‘- 
able, and then follows up and inspects the manufacturing jiroc- 
esses to see that they are according to sp('cifications, the buy(‘r 
is the one who sponsors the goods. As an example, consider ori(‘ 
of the largest food and liquor wholesale houses. It has had soiiu' 
of the leading brands of canned fruits and vegetables for years. 
No single cannery could supply this whoh'saler’s requiremcuils 
Contracts are made with reliable canneries in different parts of 
the country for the items and the quantitle's that each can best 
supply. The whole procedure is under the inspection and general 
supervision of the bu’ er. It is his brand that is to be placed on 
this merchandise, and he sees to it that it is up to grade—every 
can of it. 

Compare that with the Blank Wholesale Grocery Company 
It also maintains private brands, but under widely different con¬ 
ditions. It asks for bids for a designated number of cases of 
canned tomatoes, peas, corn, and beans. The lowest bidder gets 
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th(^ order, and the wholesaler sends him tlie labels to be attached. 
If there is much complaint and some returns because of poor 
quality, the next year a new label is provided, but the old process 
goes on. 

It is the claim of most owrit-rs of private brands that merchan¬ 
dise sold under them produces more profit than the national 
brands; that is, they can be p;iven a wider margin. Both busi- 
iK'ssmen and students sometimes forget that margin and profit 
are far from being synonymous. Margin is the difference 
b(‘tween cost and selling price; profit is the amount that has been 
added to net assets at the end of the year. Do tlie long-margin 
worshippers ever stop to analyze just how private brands can be 
bought for less than known manufacturers' brands? Can the 
factories who sell them operate more skillfully and produce goods 
at low(T cost than H(dnz, Cam])beirs soup, or Van Camp? The 
answer is most assuredly “no," for like quality. Can the com¬ 
bined efforts of the manufacturer, wholesaler, and retailer sell an 
unknown brand at l(\ss expense than is required when the manu¬ 
facturer is an extensive advertiser and lends the pr(\stig(‘ of his 
name and the r(\sults of his sales campaigns to aid distributors? 
In rare cases it is possible that whohNsaha-s and retailers can adver¬ 
tise and sell goods at less expense than the manufacturer, but 
such instances are few. If it were true, the hundreds of 
millions of dollars manufacturcTs now spend for advertising 
would soon be turned into other channels. The day has gone 
by when wholesalers and retailers might have taken over the 
whole scaling job. It is too firmly fixed and too skillfully done 
to be discontinued. 

Why Private Brands Find Favor. —There are other advantages 
than wide margin in private brands. The whob^saler who has 
several well-established brands finds it easier to hold his custom¬ 
ers than when lu* depends primarily on manufacturer's brands. 
The wholesale house handling Monarch coffee can hold its grocer 
customers, just as they can hold thedr consumer customers. 
Monarch is restricted in sale. No other sourc(‘s of supply are 
available. This is seldom if ever true of a national brand item 
of general use. AVhere the product has been advertised to 
everybody, then everybody should have an opportunity to buy 
it. Restricted distribution is a limitation to profits. In the case 
of private brands, distribution is seldom if ever national, and the 
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advertising is frequently done by the retailers; therefore restricted 
distribution is common. 

It is a well-known fact that wholesalers, especially in the 
grocery field, help to finance the retailers. When a retailer gets 
into debt so heavily to his source of supply that he can no longer 
take his cash discount and is compelled to ask for extension of 
time, then the wholesaler can dictate what he is to buy. In the 
trade it is a common requirement that from 50 to 70 per cent of 
the retailer's stock must be of goods which bear the wholesaler's 
labels, or, lacking that, which are supplied by the principal 
creditor. 

It is an advantage for the wholesaler to operate in this way 
rather than to own the store outright, for, while something may 
be lost in poor management, when the one who has been run¬ 
ning" the store gets discouraged, another ambitious to be a 
merchant in his own right can be found with a few hundred 
dollars to take the business over. The new owner will often 
work 10 or 12 hours a day, as did his predecessor, whereas a 
hired manager would not expect to be on the job more than about 
8 hours. The owner may take only $15 or $18 for himself at the 
end of the week, while a paid manager would be paid from $25 
to $40. 

There are literally thousands of independent stores which are 
operated on such a slim margin that they have to accept the 
dictation of the wholesalers who supply them. It is cert ainly in 
a limited sense that they can be called "independent." 

When a salesman of a wholesaler who handles national brands 
primarily changes to a competing firm he may take a considerable 
amount of business with him, but if the sales have been largely of 
brands owned by his employer, such a tran.sfer of business is not 
likely. So with institutions like the chain stores. The store 
manager is not able to set up for himself and take old customers 
with him, as he cannot secure the brands they customarily buy. 
This, of course, assumes that the quality of the private brand is 
comparable to that sold under national brands. In large institu¬ 
tions, like those referred to, where a specialist is employed to 
make specifications and where the volume of business is so great 
that manufacturers will bid spiritedly to get it, quality is to be 
assumed. In such cases the private brand may offer real com¬ 
petition to the best known brands. H. C. Bohack, proprietor 
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of a. ch&in of stores in Long Island, was so dissatisfied with the 
quality of canned fruits and vegetables offered him by the well- 
known canners that he had his supply packed to his order and it 
was of strictly grade A quality. Unfortunately, where one pri¬ 
vate brand is found to be the leader in its class, a very great 
number are inferior. It may be regarded as a fixed rule that the 
unknown brand is of uncertain quality. Although there are a 
large number of people who are not very discriminating, in the 
long run quality will tell. The manufacturer who maintains it 
and the distributors who sell it will prosper in the long run. 

Government Grading and Stamping. —A part of the consumer 
movement which has been attracting attention the last few years 
has been directed toward government specification and certifica¬ 
tion. This, in brief, means that the Bureau of Standards, or 
some other arm of the Federal government, would set up stand¬ 
ards for foods, drugs, fabrics, and other household supplies, and 
provide grade labels. The American Standards Association, 
under the direction of Dr. Paul G. Agnew, has taken an active 
part in the movement. Large stores—especially those having 
their own brands—and mail-order houses have also been some¬ 
what ostentatiously active in the movement. Manufacturers 
who have spent years in perfecting their products and in edu¬ 
cating the public to understand and appreciate* those products 
have been less enthusiastic about the project. 

The greatest difficulty has arisen over determining just what 
constitutes quality. “Chemically pure’^ is an attainable stand¬ 
ard for mo.st drugs, but the cost makes perfection prohibitive for 
ordinary use. What degree of tolerance can be permitted, price 
considered, and still be approved as top quality? With fabrics 
the problem is slightly less difficult but far from solution. In a 
general way, standards have been worked out for canned fruits, 
vegetables, oranges, apples, and several other products. 

The first idea was to accept the governmental standards for all 
products which the government buys on specifications. This 
was to be top quality. It soon developed that these specifica¬ 
tions, for the most part, were not acceptable to manufacturers or 
to stores. There were many reasons for this. The army and 
navy supplies are not used under conditions comparable to retail 
store and kitchen. What might be well adapted to one was ill 
adapted to the other. Then the governmental specifications did 
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not take cost into consideration to the same extent as is necessary 
for the pul)lic. After several years' work by various committees 
this vexatious problem of quality is still far from solution. 

Th(‘ other difficulty, that of nomenclature, is not so peri)lexing 
as fixing quality standards but has not y(‘t been satisfactorily 
disposc'd of. How mar\y grades should b(‘ it'cognizc'd? Would 
three be sufficient, or \^()uld five be n^quired? The writer has 
seen six different kinds of ^Tresh'’ eggs for sale in one stall: 
fresh local, fn‘sh east(‘rn, fr(‘sii west(‘iii, fnvsh wiiitc^r, fn'sh 
imported, and strictly'’ fresh, all at diffc'reiit pi'ices. 

Then, what would be done for the enterprising fabricator who 
brought out a product obviously of higliia- grach^ than the stand¬ 
ard accepted as first/ I’hat was sure to hai)i)en. Again just 
w^hat marks could be adopted that were ca])able of universal 
application? A, C, etc., eoncei\'ably might be list'd. It 
would be difficult to stamp these on shot's without confusion with 
the letters indicating widths. There were otlna- similar limita¬ 
tions and conflicts. If 1, 2, 3, or firsts, second^, thirds, (‘tc., were 
used, would there be a distinction betwet^n cri^anuTy and dairy 
butter? Should size be recognized for aiiph's, orang(\s, and 
lemons? Would only th(' largt'st sizt' b(‘ first? How would a 
product b(‘ grad(‘d that was of higln'r grade than I? Furtlna- 
more, numerical grading is bad iisycliology. Who would be 
content to buy third class? hAen sei'ond class would mi'i't 
resistanc('. Tin* adoption of colors has b(‘en coiisiderc'd, but 
color has Ix'en so widely utilized in printing lalx'Is and wTapiiers 
that mueii difficulty NNas fon'sc'i'ii. 

This subject will bc' givi'ii further attention in a later chapti'r 
It is brought up h(‘re as it pertains in a gi'ueral way to distinguish¬ 
ing marks or bi ands. But inasmuch as th(' Bat(*nt Office do('s not 
register grade* brands oi’ lalx'K, a system of symbols officially 
designating quality would need i)ro(('ction that would iirobably 
involve new legislation. The Blue Tli'art Rope Company 
registered a blue strand woven into a ro])(‘ as its trade-mark. It 
next attempted to registi'r anotluT color for a diff(*rent quality 
or grade, and w\as refused. This ruling would se(*m to bear out 
the prediction that nc'w^ legislation would be necessary to proti'ct 
marks officially designating grades. 

Can Trends of Private Brands Be Detected?— ()n(‘ of the most 
convincing arguments for private brands, as used in selling 
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retailers, is that goods bearing them will not be out by the chains. 
Most private brands are owned by wliolesalers, who sell very 
little to the chains and nothing at all bearing the distributors' 
brand. The story of the loss leader is long and full of dissension. 
Retailers sometiiru^s charge that, where Ili(u(^ is an adequate 
margin on nationally advertised brands, price cid*(Ts will not 
adopt it but demoralize the market by disastrous price reductions. 

The new fair-trade laws have made it possibl(‘ to juit a stop to 
harmful price reductions in states which iiave the f iir-j)ric(' laws. 
The super mark('ts are another strong influence^ in helping to 
maintain national brands. Women invariably pn^fer known 
mc'rchandise to unknown and select the items bearing brands 
with which th(‘y are familiar. The result of this has ))een to 
stimulate the sal(‘ of manufacturers’ brands even in super mark(‘ts 
owned by th(^ chains. 

On the other side, such cut-price stores as R. H. ]\lacy ct 
Company are going vigorously after biisiiu'ss for tluar t)vvn 
brands. The following excerpts from a half-page^ advertiMunent 
in the Ilerald-Trihune^ are sure to prove (‘ffective in diverting 
sales from national to private brands. 

THE C()NSITIMI:R will now DECIDE: 

TAKE YOUH (^HOICE OF THESE TWO GOOD 
MINERAL OILS 

From time to time, eonsmners are advis'd l\y their ])hysicians, or 
decide on their own account, to purchase a bottle of reliable mineral oil. 
The pruf)erties and lis(‘s of medicinal mineral oils are W(‘ll known to tlie 
medical profession, and to many laymen. Not so Avell known is tne 
result of price-fixing \)y the manufacturer under the Now' York State 
Feld-Crawdord Law^ Since the Consumer’s Clioice wall dejiend upon 
the quality of the nrticle, the follow'ing comiiarison betwTen twm reliahle 
mineral oils is here submitted. 


1. This bottle represents lb ouncc'^ of a w'ell-kin)wn brand of 
petrolatum liquidum heavy, or medicinal mineral oil, made of 
genuine Russian mineral oil. 

It is made to comply wdtJi the requirements lor purity set forth 
in the United States Pharmacopoeia (XI Re\isioii.) 

Scientific analysis (made \>y Macy’s Rureau of Standards, and 
by a reliable outside laboratory) indicates that this oil 
' Apr 17, 1937. 
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—meets all the requirements of the United States Pharmaco¬ 
poeia. 

—has a specific gravity of approximately 0.8885. 

—^has a viscosity of from 330 to 359. 

2. This bottle represents 16 ounces of Macy’s brand of petrolatum 
liquidum heavy, or medicinal mineral oil, made of genuine 
Russian mineral oil. 

It is made to comply with the requirements for purity set forth 
in the United States Pharmacopoeia. (XI Revision.) 

Scientific analysis (made by Macy's Bureau of Standards, and 
by a reliable outside laboratory) indicates that this oil 
—meets all the requirements of the United States Pharmacopoeia. 
—^has a specific gravity of approximately 0.8835. 

—has a viscosity of from 348 to 352. 

'^Except for the slight difference in viscosity,” says the report of 
the outside laboratory, ^'both these products can be considered practi¬ 
cally alike. Both meet U. S. P. requirements for identity and pur¬ 
ity.” Your physician can appraise for you these minute differences in 
viscosity. 

This brand of medicinal mineral oil has been price-fixed by its manu¬ 
facturer under the New York State Feld-Crawford Law. 

1, . . . Its fixed retail price 
for a 16-oz. bottle is 

OVER TWICE THE PRICE OF THE OIL BELOW 

No retailer in New York State may legally price this brand for 

less. 

Macy’s has this reliable mineral oil for those who want it. 

This brand of medicinal mineral oil, a “Macy's Own” drug-prepara¬ 
tion, is of course not price-fixed. It is “price-free.” 

2. . . .Its retail price in Macy’s 

for a 16-oz. bottle, which includes a profit to Macy’s and to the 
producers is 

33 cents 

Macy’s has this reliable mineral oil for those who want to “save 
with safety.” 

Suppose this great department store with its affiliates, Abraham 
& Straus of Brooklyn and L. Bamberger & Company of Newark, 
should so popularize the Macy brand that other stores, in terri- 
\)0nea ivot) competing, would want to stock it. What would 
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result? Is it not probable that Macy’s would supply them at 
wholesale prices? Then another national brand would come into 
existence. It has happened before but usually in the case of 
wholesalers rather than department stores; Maxwell House coffee 
is an example. 

There would be this difference. The brand attacked had had 
the great burden of creating a market, of teaching people to use 
this new product. Once a market is established it is much easier 
to get a slice of it than it is to develop a wholly new place for a 
product. As noted before, the department stores are extremely 
aggressive in taking part of the demand away from the one who 
created it, rather than in building up a market for themselves. 

To return to the probable action of Macy’s, suppose the adver¬ 
tising for their Red Star brand of mineral oil should gain such 
favor that drugstores everywhere would want to stock it. Is it 
probable that the Macy brand could be made and distributed to 
undersell the national brand? The authors’ guess is that it 
could not. Where a store has a cash business and such a large 
volume of business that it can economically put up many of its 
own drug products, it may undersell other stores or other similar 
products which have pioneered. Is it probable that a depart¬ 
ment store handling thousands of products could make a drug 
item so expertly and so efficiently that it would surpass an old 
established manufacturing chemist? 

Wholesaler Brand Competition. —With the chain and depart¬ 
ment stores buying direct from manufacturers, that part of 
consumer goods which went through wholesalers was much 
reduced. It was not only that the generally recognized depart¬ 
ment stores went direct to the manufacturers for supplies, but 
the general store began to put on airs. It changed its name. It, 
too, became a department store. The only change, besides the 
name, was that, with the growth of population, its volume of sales 
increased. Then it began to give more attention to buying. It 
went directly to the manufacturer. In many cases it offered its 
business to the same factories which had been supplying—and 
did supply—the wholesaler the store had patronized. In the 
fear of losing business, the manufacturer often went over the head 
of his wholesaler and sold direct to the retailer. The wholesaler’s 
way of fighting back was to establish a brand of his own and sell 
it in competition with the goods he sold for manufacturers. 



238 


Marketing Policies 


The justification was that there was no profit in selling only to 
the small stores—those who were unable to buy direct from 
producers. Often that was true. One of the favored arguments 
was--and still is—that, as the private brand is not advertised, 
it is made and sold more economically than similar goods nation¬ 
ally advertised. Another form of the same argument is that, 
while the national advertiser puts 25 cents a unit into adv(*r(ising, 
the private brand puts that much into better workmanshi]) and 
materials. As advertising this ^^saving'^ would be a ludicrous 
contradiction, it is left for the retailers to do all the selling. It is 
they who have to do the consumer advertising. This, of course, 
is one of the most expensive forms of selling, particularly when 
applied to items of small unit value. Magazine' advertising at 
^3 cent a page for each copy is so much more efficient. Tin*!!, 
too, th(‘ mass production that adv(Ttisi»ig make's ])ossible' is 
ignored. 

Cooperative Brands. —When whole'salc'rs and retailers act 
cooperatively in buying, it is pos.sible to maintain standards 
which will l)uild up private' brands. Two e'xamph's of this are' 
the brands controlh'd hy tho Independi'iit Grocers’ Alliance and 
the Plee-zing Xational Retailers’ Association. These' associa¬ 
tions are aggressive within thear organizations. Their priue'ipal 
claims are that tlu'y supply adeepiate me'rchandise wliicli can 
always be' sold at a profit and w^hich is not available f(ir the* super 
markets or chain stores. In one of the recent numbejs of The 
Plee-zing Answer was a statement to the effect that if the Plee- 
zing brands were sold th(' grocer could not be made to appear like 
a profitec'ring bandit wdien his prices wi're contrast('d with those 
of the super market.^ 

There is no reason why any large group cannot adopt a trade¬ 
mark and apply it to the goods it distributes. It will be a 
distributor’s brand, however, and subject to the limitation of 
those brands. The national brands are vigorously opposc'd by 
these cooperative organizations on the somewhat hypothetical 
grounds that loss leaders are always chosen from the well-known 
brands and that, consequently, it is impossible for an independent 
retailer in handling the e^ftablishcd brands to make a profit. 
This reasoning is not conclusive. Because in the past an occa¬ 
sional loss leader has been chosen from the well-known brands, 

^ November, 1939, p. 9. 
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it does not follow that there is no profit to the grocer in handling 
standard merchandise. Surely such products as tliose that bear 
the Heinz, Beech-Nut, Van Camp, and other similar trade-marks 
of quality are sold at prices as reasonable as (‘an be expected 
when their standard of quality is maintained. The difficulty 
with a good many private })rands is that they skimp on quality 
while they ke(‘j) the price at the l(‘vel of tlie standard products. 
This may r(\sult in getting more from customers and giving them 
less for a time; but the authors submit that this is not a good way 
to build business. 

If the cooperatives, by shrewd buying and with an (‘Xi)ert 
knowledge of their products, keep them at a quality standard 
equal to national brands that sell at the same ]>rice, there is no 
reason why th(‘y should not be continually succcvssful and build a 
permanent mark(*t for their brands, but the inferen(‘e in much 
of their promotion literature is that they have a quality that will 
'^get by^' and that will provide a large margin. As th(^ authors 
see it, the gnnit trouble with retail businc'ss is the large number of 
small stores that an' constantly failing because of limited busi¬ 
ness. IVivate brands will not protect competing stor(\s from 
suffering from this, the worst of all competition, which is failing 
competition. 
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CHAPTER XII 


Prices and Profits 


The Manufacturer and the Law of Supply and Demand.— 

Pricing and profits are so intimately related that they must be 
discussed together if they are to be fully understood. To make 
a library study of price brings one wholly into the field of eco¬ 
nomics. The authors have no taste^ for that type of study. 
Although it is true that at long last the law of supply and demand 
will govern, if a manufacturer awaits the effects of that law in 
fixing his prices, he may be out of business before he can discover 
how that law affects him and his products. The manufacturer, 
the wholesaler, and the retailer are faced with a practical problem 
in making prices, and their immediate concern is far removed 
from the abstract considerations which the economists have 
advanced. All businessmen know that the price must not be 
so high that sales will be restricted to a few buyers, yet should be 
high enough to cover all costs and provide a profit in addition. 
Their task is to set such prices that, when each unit of sale is 
multiplied by the net profit it produces, the maximum result will 
be secured. If the price is too high the number of sales decrease, 
and if it is too low a greater number of sales will produce a smaller 
profit. The right price is not necessarily the one that results in 
the greatest number of sales but in the largest net gain. 

Most farmers have little to do with fixing prices. They pro¬ 
duce all they can and accept whatever price it will bring. The 
part of the total that each farmer supplies is so small that he 
cannot influence the selling price by withholding part or all he is 
able to produce. For most manufacturers the problem is differ- 

241 




242 


Marketing Policies 


ent. If a market cannot be found for its output at«a price which 
produces a profit, the loss incurred by selling at what is offered 
may be so heavy that it is more profitable to let the factory stand 
idle for a part or even, in bad times, for all the normal season of 
production than to sell on disadvantageous terms, or for the sake 
of holding customers it may be best to operate for a minimum 
season at a loss. 

To the farmer who does his own work, whatever is produced 
for sale represents income that would be sacrificed if he failed to 
produce. The manufacturer, on the contrary, must put money 
into production, and he may not be able to get as much for his 
products as it has cost him to produce them. 

Flexible Markets. —There are two different ways of looking at 
market flexibility. One is that more units of a product will be 
consumed if the price is lowered. A drop in price will extend the 
market so that a smaller profit on each item will be compensated 
by a larger number of sales. The other is that, while the number 
of units consumed may not be increased by a lower price, con¬ 
versely the amount paid for each unit may be increased without 
decreasing total consumption. 

The nature of active, positive competition must be examined in 
considering the flexibility of any market. For example, the 
consumption of wedding rings is pretty definitely fixed. If the 
price were to double, the number bought would be little affected. 
If the price should decline to one-half, the sale would not be 
noticeably stimulated. Yet every producer in a country like the 
United States is in competition with every other producer, and a 
comparatively small price differential by the manufacturer may 
bring him extra business at the expense of his competitors. The 
difference in price may be represented by service as well as by 
difference in the amount of money involved. 

The explanation for this is psychological. The wedding ring 
is a social necessity. It also tends to satisfy a person's instinct 
to decorate himself. Even if the intrinsic value of various rings 
is the same and all alike satisfy the social demands, but one is 
more highly decorative and therefore a greater mental satisfac¬ 
tion, competition is sharpened among producers by this factor. 
8o, while the number of rings actually sold is not influenced by 
price or competition, the number which is sold by the various 
producers may be changed strikingly by competition in price 
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or in the service represented by the personal satisfaction which 
results. 

The other kind of competition is that which exists among all 
articles that satisfy human wants. Practically no one has 
money enough to buy all the things he would like to own, so that 
purveyors of food, of clothing, of recreation, of inve^'^ments, and 
of shelter are all in competition for each man's dollars. This 
becomes most effective when the price of one item, like the 
wedding ring, changes more rapidly than other values. 

Suppose that the value of gold should advance to the place 
where wedding rings cost ten times what they now cost. Other 
material, like steel during the Italian gold shortage, would be 
substituted. Approximately the same number would probably 
be purchased as before. 

If cayenne pepper is considered instead of wedding rings, a 
different kind of market flexibility would be effective. There is 
still the same competition among produc(Ts, subject to compara¬ 
tively slight price differentials. As in th(^ case of the wedding 
rings, a considerable fluctuation in cost affects the sale only 
Slightly. However much the price might drop, that alone would 
not induce more people to buy or influence those who have 
previously consum(‘d this article to use it in a larger amount. 
But the intrinsic quality of cayenne pepper, unlike that of wedding 
rings, could not be changed. So if pric('s went to really pro¬ 
hibitive heights, say, $1 an ounce, some other spice might be 
substituted, but it is more probable that the cayenne pepper 
would continue to be sold in small quantities. 

A factor often overlooked in items of this nature is that their 
use is so limited in each family- that is, the market is so thin— 
that it cannot be stimulated by outside inducements such as 
advertising and salesmanship. This adds to the inelasticity. 

As a matter of reality, practically no item has a positively 
fixed, or inelastic, market, but the degree of elawsticity varies 
greatly among different articles. Automobile tires, lubricating 
oil, coal, wheat, and cotton represent types of products of low 
market elasticity. On the other hand, items of stylo and most 
luxury articles have highly elastic markets. This means that 
advertising and good salesmanship may greatly increase con¬ 
sumption. Furthermore, fads and other temporary vogues may 
markedly increase or decrease the market for many goods. 
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Pricing for Inflexible Markets. —The less elastic the market 
for a given item, the more staple the selling costs tend to be. 
Wheat, corn, cotton, copper, and rubber have comparable prices 
the world over. This means that the types of compensation for 
the various services that go into their production and distribu¬ 
tion have been pretty highly standardized. If wages in the 
wheat fields of Washington, Oregon, Idaho, and Montana arc 
higher than in Australia and the Argentine, then other expenses, 
such as moving the grain from our Pacific Northwest to the place 
of consumption, must be less than those of other countries, or 
there will be no foreign market. The saving may be in one of 
several forms. Tilling and harvesting machinery may make it 
possible for American labor to produce more than men laboring 
without those advantages. It is not so much the money paid for 
a day^s work that counts as the monetary value of labor for each 
bushel produced. Items of marketing expense other than trans¬ 
portation are warehousing rentals for storing, the cost of milling, 
and the work involved in loading and unloading from boats and 
trains. Another considerable expense is the use of the money 
necessary to finance shipping and storage from harvest time until 
the wheat is converted into food. All these, together with a 
profit for each owner of the wheat as it passes along the line, 
combine to make up the price. 

Now if some great milling company cuts the price of flour 50 
cents a barrel, it will not increase the consumption of wheat, or of 
wheat products, noticeably. It may, by lessening its own profits 
or the profits or wages of some who supply wheat, extend its 
market. But it will be at the expense of other millers. It will 
add very little to the general consumption. 

Failure to recognize that fact frequently leads to unprofitable, 
even disastrous, price wars. For example, powdered milk has a 
fairly inflexible market. This does not mean that the market 
could not be extended by vigorous sales promotion. But without 
such stimulation, the growth of its sales is proportional to the 
growth of population. Yet in the past it has been the unfortu¬ 
nate experience of this product to endure severe price wars. 
This has meant that manufacturers have had their earnings 
seriously impaired or sacrificed by unnecessary price reduclions. 
There has been little compensating advantage to anyone except 
the large-scale distributors, who were able to buy in carlots or 
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even by trainloads. The price reduction to consumers has 
seldom amounted to more than a few cents a month. 

Another example of unprofitable price cutting has occurred in 
the printing-and writing-paper industries. Mills with excellent 
products, sold under resp(‘cted })rands, have in times of slack 
business removed their identification marks and sold their prod¬ 
ucts at a price so low that there was no profit. This did not 
get any new business but forced other mills to lose business or to 
sacrifice profits also. Many times salesmen in this field have 
been permitted to go to their customers and explain that the 
paper is the same but the price has been cut because of competi¬ 
tive conditions and, for fear of hurting the market when times 
improve, the brand has been omitted. 

Large printing hous(‘s were able to ])iiy and hold paper. But 
a few cents' difference in price did not increase consumption. So 
profits have been needlessly wiped out at a time when they were 
most needed, and, because of paper bought at depressed prices 
for future use, even normal profits were reduced. 

Lcss(*iiing prices alone will not create business, especially for 
staples. Many staple goods are priced by auction. The 
'‘exchanges," boards of trade, and various commission markets 
tend to fix prices for large areas, (wen for the whole world. When 
wheat is sold in Liverpool, the price is fixed for every crossroads 
shipping station where this grain is sold by growers. With some 
more or less temporary exceptions, the local price is the Liverpool 
price less the expense of carrying wheat to Liverpool. So with 
a large number of products, especially raw materials, pricing is 
more or less automatic. Profits are generally reduced to rewards 
for services performed. 

Pricing for Flexible Markets. —Flexible markets, as pointed 
out above, pertain to style goods, novelties, luxuries, and new 
products which are to be used as substitutes or to serve some 
desirable purpose w^hich previously had been cared for in a less 
satisfactory way. 

There are practically no public auctions or markets for these 
goods, so pricing is more or less a series of trials and errors until 
sufficient experience is accumulated to act as guides. For most 
of these items estimates, guesses, and opinions, founded at best 
upon imperfectly recollected procedures of other years, constitute 
the basis for fixing price. 
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The theory is that the less the price, the greater the consump¬ 
tion will be. On this theory presumably the maximum would be 
reached when the product was no longer sold but distributed free. 
Air and water are examples, but to close observers it is apparent 
that the absence of cost does not ensure the use of quantities most 
beneficial to consumers. In old people’s homes it is frequently 
noted that inmates do not drink as much water as they should 
for their own good. As for air, how many expand their lungs as 
frequently as rules of hygiene dictate? 

Free distribution is a condition that is seldom encountered in 
practical marketing. The nearest approacht's are such practices 
as the supply of soap for the wash basins in offices and factories, 
lead pencils in offices, and stationery in hotels. A slight tendency 
to wastefulness tends to prevail at free dispensaries, but it is 
seldom serious. And the last reduction in price—the last step 
before the item or service goes on the free list—is not always an 
inducement to greater use. An example of this is the automatic 
weighing machine. Side by side with a scale for which there is 
no charge, a pcnny-in-the-slot machine prospers. A specific 
example is available. At each or the two entrance doors of the 
Tailored Ready Store on Pike Street in Seattle, a free weighing 
machine was placed. They were popular and frequently used. 
But a keen salesman induced the manager to replace one of the 
free machines with a penny-in-the-slot scale. A count was kept 
of the number of people which used each. The first surprise was 
that both were used more frequently than wdien they both were 
free. The contention of the salesman that as many would 
patronize a pay scale as a free one was amply borne out. So both 
the free machines were replaced by th(‘ coin scales, and there was 
no diminution in their use. In public places where a coin is 
necessary to secure a drinking cup, use of the cups is about the 
same percentage of traffic as when they are given away. 

It is related that a psychologist is responsible for changing the 
directions from ^^drop a cent in the slot” to ‘^drop a coin in the 
slot.” The returns were surprisingly increased by this change of 
words. The assumption is that nickels and dimes were occasion¬ 
ally used wffien the buyer did not have a penny. Before' the 
change in the instructions, it probably did not occur to the buyer 
that the machine could be operated by other coins than the one 
designated. 
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In Massachusetts there is a state service for small loan bor¬ 
rowers, with fees so low that no business concern could compete 
on price. Yet the private loan companies do most of the busi¬ 
ness in this field and seem to prosper to about the same extent 
as where there is no state service. 

When the Triborough bridge was built in New York City, the 
toll charge was fixed at 25 cents for each private automobile. 
The distance to points on northern Long Island was about the 
same from the downtown and shopping districts of the city 
whether the old Queensborough bridge was used or the new 
Triborough. Although there was no toll on the older bridge, 
hundreds of automobiles accustomed to that route left it for the 
toll road. There was little or no saving in time, but the new 
route was less crowded and there was little occasion for slackening 
speed. 

In spite of many excerptions and seeming exceptions, it is true 
that the lower the price the greater the sale, but price must be 
considered intelligently. It is not enough to dismiss it as mean¬ 
ing the amount of money necessary to secui(‘ an article under 
ncrmal conditions. Price may be lowered i>y increasing the 
quality. The Ford car sells for about th(‘ same amount of money 
now as the Model T brought in 1920. But in speed, comfort, 
and appearance one gets more car satisfaction now^ than 20 years 
ago. So we say that the price has declined. 

It is assumed that the automobile market is flexible, that 
lowering the price increases the number of sales. It is hardly 
to be supposed that 26,000,000 autt)mobiles would be in use if 
they cost as much and provided no more comfort than 20 years 
ago. But suppos(' improved technology could reduce the price 
50 per cent, is it to be suppo.sed that the number of automobiles in 
use would double? More and better roads and vastly increased 
parking facilities, besides the improvement of oth(‘r allied con¬ 
ditions, would be necessary to double the sale of automobiles. 

The lave of reduced price and increavsed sales, it can be seen, has 
definite limitations. So liaA^e flexible markets very definite 
limits. A drop in the price of mechanical refrigerators greatly 
increased their sale, but it is conceivable that their market would 
reach a limit no matter what the price. Two cars to a family or 
two or more radios for each home are possibilities, but how^ many 
housewives would put a second refrigerator in the kitchen even 
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if it could be had without cost? Economists long ago taught us 
that price alone would not create a market, but many business¬ 
men have forgotten or ignored that lesson. 

The Right Price. —To arrive at the right price is always diffi¬ 
cult and sometimes impossible. If competitors are intent on 
losing money in the struggle for markets, it may become neces¬ 
sary, temporarily at least, to sell at a loss. That is, between a 
probable loss of prestige and inevitable loss of customers if com¬ 
petition is not met, and a monetary loss on each sale if the price 
is forced down too far, the wise choice may be the latter. 

In a monopoly, the price is the one that is supposed to bring 
maximum profits. The margin will then be such that when 
multiplied by the number of unit sales the result will be the 
greatest. The authors believe that principle can be safely fol¬ 
lowed when there is no monopoly. Further, we believe that 
profit is a reward for service, and that, with good management, 
the greater the service} the greater the profit. No originality can 
be claimed for this, as the same idea is proclaimed in the New 
Testament: '^Let him who is greatest among you be servant of 
all.” In other words, he is greatest who serve's the largest 
number. 

Reducing unit profit and multiplying the' number of unit sales 
has been followed by the automobile industry and is probal)ly 
one of the chief factors which cause'd its rapid gro\^th. Alany 
examples can be cited of individual firms which have b(‘en highly 
successful operating on this policy. Woolworth stores and the 
Scott Paper Company are two which are conspicuous. This has 
been strikingly true also of building contractors of the last few 
years. New houses are better built and more artistic and have 
more of the conveniences than houses built even at the height 
of the depression, yet are much cheaper. One construction 
company^ has helped to bring down the price by equipping their 
houses with mechanical refrigerators, gas or electric stoves, 
electric washing machines and ironers, garbage incinerators, 
air-conditioning equipment, shades, and scret'iis, and still meeting 
the competitive prices of new houses not so equipped and of older 
houses which come onto the market. Buying all the enumerated 
equipment in large quantities, most of it direct from the manu¬ 
facturers, has provided such a considerable saving, in comparison 

^ Levitt & Sons of Manhasact, Look laland. 
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with what the home owner would have to pay if he bought and 
installed each item separately, that the complet(*ly equipped 
home sells for even less than bare houses of similar size and struc¬ 
ture brought a decade ago. One of the first great savings this 
builder provided was financing at actual cost. Until very 
recently the cost of financing a new house, where a second 
mortgage was necessary, ran from 8 to 10 per cent of the total 
cost. The moneylender was able to get a profit out of all propor¬ 
tion to his contribution. By securing standard equipment as 
part of the house, sales costs for the various items was greatly 
reduced. Houses were sold direct so that the realtor’s commis¬ 
sion was saved, at least in part. All these savings to buyers 
enabled the builder to sell houses as fast as he could finish them 
in the lean years of 1936-1939. 

The ‘^shrewd” businessman of past generations seldom was 
able to see that his greatest success lay in voluntary reduction of 
profits. The railways placed their rates so high as to be all but 
prohibitive. They went to a great expense to secure the election 
of “friends” to the Congress and to state legislatures in order to 
avoid hostile legislation. They were openly accused of spending 
huge sums to secure the appointment or election of complacent 
judges. As a result, popular prejudice became so strong that 
almost any “peanut” politician could secure election on an 
antirailroad platform. Repressive laws were multiplied, partly 
in a spirit of reform, partly in retaliation, until it has been made 
next to impossible for the railways to earn legitimate expenses, to 
say nothing of profits. It does not help a million or more stock¬ 
holders to say that the railways brought this condition on 
themselves. 

Some public utilities have followed the policy of taking all 
that they could get and giving as little as they were forced to give. 
They sold inferior equipment at ruinously low prices, thus forcing 
out competitors, and recouped by the larger amount of current 
it was necessary to buy in order to operate inefficient toasters, 
flatirons, and stoves, which they sold without profit. Some of 
them even gave away electric lamps which consumed much cur¬ 
rent, to prevent thedr patrons from buying more efficient lamps. 
Much of che trouble the utilities are now suffering they have 
brought upon themselves. A large part of their present diffi¬ 
culties are directly due to bad marketing practices, especially 
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wrong pricing, and to a policy of giving the consumer the least 
for his money rather than the most. 

Give the Most Rather Than Get the Most. —There is very 
little money being made in the safety-razor industry. The 
inventor, King C. Gillette, made a huge fortune. He was largely 
guided in his marketing policies by an astute advertising man, 
George L. Dyer. Gillette was unable to build a factory when he 
received his patent for the safety razor he had invented. Fortu¬ 
nately he found a manufacturer of novelties who was willing to 
undertake to make them in large numbers. But as a good 
businessman he raised the question of marketing them. Together 
they went to see Dyer, one of the leading advertising men of the 
time. The cost of manufacturing and the price to sell at retail 
was raised. Gillette had thought that the razor should sell at 
#1, as it cost somewhat less than 50 cents to make with two blades. 
Dyer objected. His reasoning was along this line. 

You are starting out to change the shaving habits of millions of men; 
that is going to cost money. It is not merely a matter of the first sale; 
many would try a new safety razor at half or a third the price they pay 
for a straight-blade razor. Buyers will have to learn a new technique 
of holding the razor. If they give only SI for it they will throw it 
away after a trial or two, if they do not immediately get on to the hang 
of it. Put your price at S5. Make the razor better, and, instead of 
giving two blades, give six with it. Then the buyer will have an 
investment, and he will give the razor a thorough trial before discarding 
it. Probably he will learn to use and like it, and thus he will become a 
booster. If he paid only $1 and found he did not care to use it, he would 
not hesitate to knock it. If he pays $5, even though he never uses it, 
he will be loath to admit that he was stung. Besides, a price of S5 will 
g^ve you enough mar^u so that you wiWhave money to promote sales. 

After Gillette’s death the company continued the policy of 
getting the highest possible price for its products. The wide 
margins between cost and selling price invited the competition 
that has resulted in chaos to the business with little or no profit 
for anyone. Had the original company utilized its vast equip¬ 
ment and far-flung distribution system to keep the price down to 
the minimum, it might have continued to dominate the industry 
and to amass huge profits. 

The manufacturer failed to see that when a widespread market 
had been established his sales problem had entirely changed. 
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By the time the basic patent had expired the razor no longer 
needed aggressive promotion. It was more of a staple, and the 
sale of blades, another staple, constituted his principal business. 
A heavy cut in price both of razor and of blades before the patent 
protection expired would have discouraged competition. Keep¬ 
ing prices needlessly high destroyed much good will and invited 
competition, which was not slow in getting into the field. The 
necessarily high price when introducing the razor had unfortu¬ 
nately become a fixed policy. 

No one is more conservative than the suec(\ssful businessman. 
If he has found some procedure successful over a term of years, 
almost invariably he will continue even though it leads him to the 
brink of disaster. The most striking example is Henry Ford. 
Had he understood marketing research, he would have had a new 
model tested and ready before discontinuing the Model T. 

Pricing By-products. —Where valuable by-products contribute 
to the profits of the business, making prices may involve new 
factors not inherent in such businesses as we have (‘onsidcred up 
to this point. By-products are subject to the following condi¬ 
tions: (1) The supply is limited. (2) Marketing may need to be 
through different channels than those used for the main product. 
(3) The market may have much greater or much less elasticity 
than the primary market. (4) The intensity of competition is 
seldom the same as in the primary market. 

The petroleum industry, meat packing, and cotton processing 
are three fields in which by-products are of more than usual 
importance. For example. Swift and Company make a very 
limited profit on their main product, fresh meat; but, as it 
constitutes their primary market, the overhead of the business is 
charged against meat and the by-products provide the profits. 
In the best grades of bacon, hams, and lard, the market is highly 
clastic, while the supply is fixed beyond the packers^ ability to 
modify it. Years \\hen the supply is plentiful sales-promotion 
efforts may be accelerated, and of course the reverse is true; but 
prices of these products will not always parallel prices of fresh 
meats. Scarcity means a fairly high price, regardless of staple 
meat prices. An abundance of prime hogs does not ensure a low 
price for Premium hams and bacon. The demand is so great 
that only in exceptional years will a great supply force prices 
down. 
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With such products as albumin and glue, conditions are not 
necessarily the same as with meat products. There will be an 
abundant supply of materials to make these when there is an 
abundance of livestock to be slaughtered. As one of the chief 
markets for albumin is in manufacturing photographic or 
sensitized paper, there is only a distant relationship between the 
demands of the users and the source of supply. Prices, as 
influenced by demand of these two jnoducts, are unrelated to 
those for meats. The markets for glue are largely in making 
furniture, straw hats, shoes, bookbinding, and paste for wall¬ 
paper. In all cases the markets are inflexible, as far as being 
influenced by price is concerned. This does not mean that the 
prices are constant. They fluctuate, but in neither case does 
low price stimulate or increase the extent of the markets. 

If the demand of either of these products should inciease to a 
large degree, new processes and new su]:)plies of raw materials 
would be sought. If they WTre not found, prices ])n)h{il)ly would 
be increased until substitutes were develop(‘d. It the di'mand 
for glue and albumin fell off to a marked degree, it is possible* that 
not all the available materials for their manufacture would b(' 
utilized; they w^ould be disposed of in some other form, possibly 
to the fertilizer plant. Then energetic means w^ould be taken to 
find new markets for these profitable by-i)roducts. 

An example of the fixed supply and expanding market w^as 
provided a few" years ago in the use of soft maple for making 
laminated furniture. There seemed to be an abundance of this 
wood and, as its qualities did not recommend it for many uses, 
the price was low. As it was well adapted to making laminat(‘d 
furniture, it was widely requisitioned by purchasing agents in 
this field. The supply was so limited that as the market for the 
laminated lumber grew the price for soft maple increas('d until it 
rivaled that of many of the choicest cabinet woods. A little 
research showed that the southern gum was equally good for the 
purpose, the supply seemed inexhaustible, and the price was 
reasonable. The price of soft maple soon fell to that of gum. 

Soap and cleansers are other by-products of the meat packers. 
The markets for both are highly elastic and competition active. 
But these products are not so closely controlled by the supplies 
of raw materials as those of albumin and glue. Sales promotion 
efforts may be as aggressive as desired. If the sales grow to such 



Prices and Profits 


253 


proportions thsit tho routino oppraiion of tho plant doos not 
supply sufficient raw materials to meet the call for these products, 
the materials may be secured in the general market, or it might 
be possible to contract with other factories to supply the shortage. 
This is commonly done by oil and gasoline companies. The 
point is that, in highly flexible markets like thos(' for soap and 
cleansers, the price will be wholly competitive and unrelated to 
the primary business of the parent concern. In the case of 
products having closely fixed markets the competition may or 
may not be aggressive, but the supply of materials is fixed by 
conditions wholly unrelated to things that influence the demand. 
Glue and albumin fall into this class. The demand does not 
respond to sales-promotional efforts, but if .the demand does 
increase there will be a higher price as soon as a shortage is felt. 

Factors in Making Prices. —Reference has been made to fair 
prices and profits. What do these terms m(‘an? What is a fair 
price or a fair profit? It is universally recognized that the 
selling price must cover the costs of mat('rials, labor, and other 
conversion expense, such as power, insurance, repairs, and 
replacements in the factory and office and all other charges com¬ 
monly designated as overhead costs, one of the most important 
of which is interest on the investment. To all of these, selling 
costs must be added. Aside from criticism of the expense or 
investment in developing new markets, there is little or no 
controversy even on the part of the most aggressive critics of our 
marketing system. So far in this discussion no provision has 
been made for profit, without which no l)usiness can long survive. 
Profit is the excess of income over costs for a definite period of 
lime. It is variously called the reward for good management; 
the reward for assuming risks; and the usufruct of enterprise. 
Students and even businessmen confuse margin with profit. The 
former is the difference between the cost and selling price of a 
j)roduct or service. The latter (profit) is the increase in assets 
over liabilities at the end of the fiscal year. Often items that 
carry a wide margin may prove unprofitable because of small 
volume or the expense involved in handling. 

What the basis of profit should be is a question that still awaits 
a satisfactory answer. It is akin to the even more famous query 
of what a fair wage is. Profit, in a general way, should depend 
upon investment; that is, other things being equal, the larger the 
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investment, the larger the profit. But seldom are ''other things 
equal.What then? What can be done to equalize the remu¬ 
neration for the different degrees of risk which are inherent in 
all enterprises? 

Assuming Risks. —A considerable amount of correspondence 
with business firms and an extensive search through published 
reports reveal four different bases used or advocated to calculate 
profits. The one most commonly mentioned is the return on 
investment referred to above. The investor is entitled to interest 
on the money, either that which he lends a firm or that which he 
pays to become a part owner of the business. His return on a 
loan is called "interest^^; if he is a part owner it is a "dividend.” 
There is a vast difference in the two conditions. The loan will 
probably be secuied, and, whet^ler the borroA\ing firm makes 
or loses money, it will have to pay its creditors for the use of their 
money. If the investor becomes a partner, he will be paid for 
the use of his money only when and if the firm makes money 
So he is entitled to something over and above the amount paid 
for the use of a similar borrowed sum; in other words, a profit. 
The greater the investment, the greater this return should be for 
any particular business. But if one man puts his monc^y into a 
factory where explosives are made and another invests in a 
flouring mill, should the rate of return be the same? The manu¬ 
facture of explosives is extremely hazardous, while milling grain, 
aside from the fluctuation of prices against which a miller may 
insure himself (hedge), is a conservative business. 

If one attempts to compare the degrees of risk of these two 
enterprises, one soon finds that there are insufficient data to form 
a basis of comparison. The fire risks in most types of manu¬ 
facturing plants have been studied over a sufficient range of time 
and over such varying conditions that it is possible, for a reason¬ 
able amount, to insure against loss by fire. This is true of many 
other risks, such as loss from the theft by officers (who are 
bonded), damage from tornadoes, damage suits because of 
injuries to people or property, or even loss through the death of 
officials (by carrying life insurance). But there are many other 
contingencies which involve hazards, the responsibility of which 
cannot be passed to others. 

If war should come and the market be reduced or wiped out; 
if a new product comes onto the market which makes yours 
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obsolete; if your advertising campaign fails to bring results; if 
you lose some of your best customers; if you or your employees 
make costly mistakes, there is no one but yourself to shoulder 
the resulting losses. Now it is for assuming all these, and many 
other uninsurable risks, that you as a proprietor are entitled to a 
profit over and above payment for use of the money you have put 
into the business and in addition to any salary you receive for 
your services. And the fair return from one business as com¬ 
pared with another cannot be mathematically computed. It is 
true that, if considered over a series of years, a dollar invested in 
one industry or business should bring the same return as a dollar 
placed in any other business. But it is impractical to make 
comparisons over a long period of time. The man who puts his 
money into a plant for manufacturing explosives may have the 
misfortune of having the factory destroyed by an explosion the 
first year and all his capital thus wiped out. The large profits 
that his successors may make over several years before a catas¬ 
trophe overtakes them will not compensate him. Furthermore, 
the lucky man who withdraws from the company just before a 
heavy misfortune falls upon it will not permit his gains to be 
averaged in with the losses or to compensate the unfortunate man 
who made no profits. 

Prospecting for precious metals is one of the most highly 
speculative of undertakings. The one who “grubstakes” a 
prospector, supplies him with tools, food, and other expenses, is 
the capitalist. If no ore is located, one loses the money he has 
put into the undertaking; the other loses his time. But if gold is 
found the two share equally, and the profits may be out of all 
proportion to the time, money, and “brains” that have been put 
into it. Is it not apparent that the amount of the investment 
alone is inadequate as a base for profit and consequently for 
making prices? 

Other Bases for Profit. —Three other bases beside the amount 
of investment are sometimes used for calculating profit: volume 
of sales, costs, and conversion costa. For the first of these, 
volume of sah‘s, there is not much to be said, although a number 
of firms are known to base their prices so that sales will net a 
predetermined percentage. If 2 per cent can be netted on total 
sales, the results would probably be satisfactory to most stock¬ 
holders. But this seems to the authors to omit some basic 
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considerations. How is the price to be arrived at before the 
profit is added? No firm which uses this method has elaborated 
it sufficiently to reveal the process. If costs are taken, as they 
must be, what provision is made for determining the expense of 
carrying the risks which must be assumed? The one possible 
answer is that over a term of years the costs of these risks have 
been closely estimated and a sufficient amount is added to over¬ 
head to cover the item. When and if that is done, this method is 
the same as using costs as a foundation for making prices. This 
is the accountant's method, and he assures all inquirers that that 
is the “only'^ method. But, of course, estimating the expense 
of carrying risks that cannot be passed on to others is not a mattei* 
merely of bookkeeping. It is feared that cost accountants too 
frequently do not provide adequate allowance for the incom¬ 
mensurable risks. Good management usually means avoiding 
unnecessary risk or, when risks must be assumed, taking the ones 
of least cost. That is apparently a part of good management. 

Finally, the basis of conversion costs is to be considered. It 
is least understood and consequently least often used. The 
method is expounded by W. L. Churchill.^ It is his contention 
that profit should be based on all the costs that go into manufac¬ 
turing an article except the materials. He makes out a strong 
case for this method. Management is concerned with men, not 
materials. The service a fahri(‘ator performs for society is what 
he does to the materials, not merely his handling of them. This 
is similar to th(' idea of the governmental reports on industry as 
given in the Biennial Census of Manufactures, in which the 
“value added” by the processing, combined with the cost of 
materials, constitutes the dollar volume of the industry. Church¬ 
ill shows that, in the firms he has investigated, a fair profit is 
produced when the price is twice the conversion costs plus the 
cost of materials and plus the selling costs. 

Concerning profit on materials Churchill says:^ 

Certainly—if you are a manufacturer you are selling your ability to 
convert the materials into the product or devices desired by your cus¬ 
tomers. For this service you must collect a profit equal to its normal 
cost. When profit is placed coincidentally upon materials and con- 

^ “Pricing for Profit,” The Macmillan Company. 

> Ibid., p. 30. 
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version cost, the profit varies with the value of the materials used, 
rather than with the amount of effort applied by the manufacturer. 

One of the authors found this to have occurred in the contract 
between the Goodyear Tire & Rubber Co., Inc., and Sears, 
Roebuck and Company. If the price of rubber fell below a 
certain amount, the per cent of profit was to be increased—a 
provision not popular with the FTC. However, the Supreme 
Court found in favor of the company on an appeal. 

Churchilfs theory is expressed in the following formula: 
P = 2C + Af + aS, where P is price; C, conversion cost (all 
manufacturing costs except materials); ilf, cost of materials; and 
iS, cost of sales. That is, to double the conversion costs provides 
a profit that is adequate but not excessive. This assumes that 
losses from risks will be adequately covered. A corollary is that 
risks are in proportion to fabrication costs. The authors accept 
the Churchill idea of founding profits on the value that is added 
in processing, but we believe that much further research will be 
necessary before the exact relations—which he assumes—will be 
(‘stablished beyond doubt. 

Advantages of Basing Profits on Conversion Costs. —There is 
much logic in basing prices and, consequently, profits on conver¬ 
sion costs. In the first place, conversion costs will not vary so 
much as costs of most raw materials. For branded and widely 
advertised goods there is a distinct advantage in keeping the 
selling j)rice as nearly stable as possible. If items such as flour, 
where the changing price of wheat makes a constant retail price 
very difficult, the profit will fluctuate with the price of the mate- 
lials, if total costs are used as a base. There is no apparent 
rc^ason why the miller should not make as much money on a 
barrel of flour when wheat is 75 cents a bushel as when it is $1. 
It is just as much work to make the flour with low-priced grain as 
when the price is high. 

The same principle applies to the bakers. It is not the cost of 
their materials that justifies a profit, but the services they perform 
for their customers in converting those materials into food. 
Those services should be compensated independently of the 
material costs. 

The tailors of New York City have largely adopted a system 
which provides a fixed charge for the labor of making a suit of 
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clothes. There are at this writing three different levels, each 
about 25 per cent higher than the preceding, although the dif¬ 
ferentials are no more uniform than the basic charge. The idea 
is that it is the amount of work that is required to make the 
suit for which a charge must be made. The quality of the mate¬ 
rials used may be of different values, but that should affect the 
tailoring charge only as more expensive fabrics may entail greater 
risks. If a piece of rough-finished worsted is damaged, the loss 
will be greater than if a similar accident happens to a piece of 
serge. In either case it seems to the authors that the risks of 
handling are part of the operating or conversion costs. 

The same conditions occur in printing offices. Many buyers of 
printing secure the paper direct from the mills and send it to the 
printer. The typesetting, prcsswork, and binding are the main 
items of the printer’s conversion costs and they are little affected 
by the price of the paper. Even when the buyer permits the 
printer to act as his purchasing agent for paper, there is little 
justification for attempting to collect the same scale of profit on 
the cost of the paper as on his conversion costs, which are his real 
source of profit, since they reflect the value of his services. We 
believe this also should apply to the great clothing industry for 
both men and women; give adequate compensation for making 
garments, not for handling materials. If the prices of materials 
change, these changes of price should not affect the profits of the 
manufacturers. 

A practical reason for basing price and profit on conversion 
costs is that it facilitates cost keeping in terms of units. In 
another chapter (Chap. VII) we have discussed selling costs and 
methods of cost accounting as applied to sales. It is there shown 
that the easy practical way of computing and controlling sales 
costs is by unit of sale for each trading area. 

Again, from the strictly economic side, we recommend regulat¬ 
ing profits in accord with conversion costs. If profit should be a 
reward for incurring the risks of enterprise, it should be measured 
by the extent of the enterprise or the service rendered. The 
real service is in the processing. If profit is to be a reward for 
good management, the best measure will be the skill shown in 
factory operations, not merely in handling materials. Finally, 

'i5 pro&t is a lewaid ioi ^ood TmmwaXm sVaAd 
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be meted out according to the management of men. Men are 
necessary for all forms of processing. So whatever the justifica¬ 
tion for profit, its measure can be determined as well by conver¬ 
sion costs as by any other system yet proposed. 

Common Practice as Reported by Some Leading Industrialists. 
Following is a summary of the different methods used by a 
considerable number of leading industrialists in making prices. 
This information was secured by a questionnaire mailed to well- 
known firms in the various industries. 

Athletic goods and swimming suits: 

1. We estimate the direct labor and overhead necessary to 
operate our plant on normal capacity (66% per cent of 
maximum capacity). 

2. We then prepare our budget and forecast our constant sell¬ 
ing cost on the normal volume. 

3. We then calculate the percentage that the variable selling 
costs bear to the selling price. 

4. We then determine on the percentage of conversion costs 
which we feel justified in taking for our profit. 

5. We apply price formula: Conversion cost, plus profit, plus 
constant selling cost, plus material, equals selling price 
minus variable selling costs. 

Cereals, rye wafers: 

Prices are established as follows: 

Bulk goods. As the raw material is a big part of the cost, 
prices change daily or as often as the raw-material market 
requires. The factors involved are material, processing, 
packing containers, selling, advertising, freight, storage, 
general and administrative expense, and a fair profit. The 
total constitutes the selling price. Sometimes, of course, 
competition forces a lower basis, which means a reduction in 
the profit factor. Usually the raw material is the only 
factor fluctuating frequently so that a price change is veiy 
simple to construct. 

Package goods. The raw material in the average household 
package is frequently a relatively small part of the total cost, 
so that ordinary fluctuations in raw material do not necessi¬ 
tate price changes. The factors in the price are the same as 
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in the bulk goods but the procedure is frequently the reverse. 
In the case of a new item, for instance, the starting point is 
usually the retail selling price. 

Wheat flour and grain products: 

In a business such as the milling industry, where it is necessary 
to operate on a large-volume basis on a very narrow margin, 
it is necessary to follow certain practices: 

1. Figure cost of raw^ material as a basis for replacement cost 
for raw material. 

2. Add the cost of processing based on an average (usually the 
previous year’s average cost). 

3. Analyze the factors affecting the various distribution classes 
and arrive at a cost basis for each class, which is added to the 
raw-material price plus conversion cost. 

4. Adhere to a definite policy that provides that no business 
must be accepted which does not reflect the total of these 
cost factors. 

5. In connection with the profit factor the majority in the 
industry have little or no idea of sound merchandising, as 
the concern in the industry for some generations past has 
been one of operating the plants and permitting the matter 
of profit to take care of itself. 

Fertilizer: 

The actual prices which we use are arrived at by a very accurate 
calculation of our costs by factories in different zones, each 
factory being weighted in the average according to the ton¬ 
nage shipped, plus the average freight rate on our total ship¬ 
ments into each zone, plus our actual overhead expense, plus 
10 per cent for profit, to arrive at our cash or SDBL price. 
We then add to this a compensation of 10 per cent for agents 
and approximately 10 per cent for cash discounts and thus 
secure consumers delivered price on a time basis. 

Household insecticides: 

1. Set up a standard cost based on estimated cost of raw mate¬ 
rials, cost of manufacturing labor, and factory overhead. 

2. Estimate selling expense. This selling expense, added to 
the standard costs, makes up the selling price without any 

definite profits. 

S. Add on a reasonable profit, limited by competitive prices. 
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Locks and builders’ hardware: 

Establish flat cost of labor and flat cost of material used. 
Factory over-head expense is added, based on departmental 
expense and including shipping expense. This is our '*shop 
cost.” 

Selling and administrative expense is added, the selling includ¬ 
ing the advertising and all other expenses incidental to selling 
the product. This is our “actual cost.” The difference 
between it and our selling price represents a net profit. 

Add 25 per cent to actual cost in arriving at a selling price. 

Machinery and tools: 

Our prices are established based on the cost of the material 
that we purchase and the number of hours required to make 
the article. Hourly rates are established for the different 
machines and different grades of skilled workmen. Over¬ 
head is covered in these rates as well as a profit item. This 
profit will vary on different items, being governed by whether 
the profit has to be spread over a long period or whether 
we can consider it reasonably uniform in each year. 

Establish rate per hour for product. 

Multiply it by the number of hours. 

Add the price of material plus 10 per cent carrying charge for 
materials purchased from outside. 

Milking machines: 

1. Determine prime cost, which includes raw material and 
labor used in producing the finished product. 

2. Add 100 per cent for overhead, depreciation, and other 
factors, based on a certain predetermined volume annually, 
which determines factory cost. 

3. Increase factory cost 100 per cent to establish lisi price. 

Materials-handling equipment: 

Profit is calculated in price on a percentage basis. Previous 
experience determines selling costs in price. Formula used: 
cost, plus selling expense, plus profit. Competition is 
carefully considered in establishing price. 

Men’s medium-and high-grade shoes: 

Men’s shoes are usually sold by the retailer at fixed prices 
established over a long period of time. Our price to the 
retailer must allow him a markup of from 37 to 40 per cent. 
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based on his retail selling price. We believe we should show 
a net profit annually of at least 10 per cent of our invested 
capital. 

Ladies’ fine shoes: 

Steps in building prices: 

1. Estimate sales by lines of shoes. 

2. Determine price levels for various lines. 

3. Set up temporary estimated costs to determine grades of 
materials to be used. 

4. Set up permanent budgets on material, direct labor, expense, 
and profit. 

5. Build samples for various lines and figure prices on above 
budgets. If prices do not fall within predetermined 
price lines, samples are thrown out or changed to meet 
requirements. 

6. When lines are completed, we average prices of various 
models in each line to see that they hit predetermined levels. 

Oil-heating appliances: 

We have never allowed competition to determine prices at and 
for which we have sold our units, either wholesale or retail, 
but have invariably based them upon actual manufacturing 
costs plus a definite operating expense, covering executive 
overhead, general office expense, advertising, and selling 
expense. 

We are not now nor have we been in a favorable price situation, 
in so far as the oil-burning industry is concerned since 1930. 
We have invariably fought low-price competition on a 
quality basis and have been successful in securing the 
business. 

Air conditioning: 

We start off with a departmental budget of sales. We know 
what our expenses should be, and we estimate what our 
manufacturing costs will be. Having in mind these two 
factors, we attempt to establish a selling price that will 
leave a margin over the total of the manufacturing cost and 
the selling expense. 

Selling prices, unless reference is made to a product having 
peculiar identity and features, have to conform to the prices 
of competitor’s products. 
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Therefore, it can be summed up by saying that your selling 
price is not what you would like to get, but what you can get 
in a competitive market. 

Air-conditioning equipment: 

1. Prepare a cost estimate based upon producing a reasonable 
number of units and including factory overhead and crating 
expense. 

2. List prices of all competitive products and evaluate their 
various advantages or disadvantages. We take as a basis 
for comparison the jobber's price, as this will be our lowest 
selling price. 

3. Add 33}'^ per cent to factory cost to cover sales and pro¬ 
motional expense and an additional 10 per cent to cover 
salesmen's commissions. This would be the minimum that 
we could sell for, without taking an actual loss. These 
are compared with the selling price of an equivalent com¬ 
petitor's unit. The selling price of our unit is then placed at 
about the same figure, providing it allows a markup of 45 
per cent minimum or 60 per cent maximum. If the com¬ 
petitor's price is above the 60 per cent we set our price 60 
per cent regardless. In the event the competitive price is 
below 45 per cent, we compare feature against feature to 
determine the reason for the discrepancy and either modify 
the product or stress the particular advantages which make 
up the difference. 

4. On certain items which we sell to manufacturers who buy in 
quantities and require comparatively little promotional 
work, we set up a tentative price schedule as indicated 
above, but will modify this if competition requires to as low 
as a 30 per cent markup. 

5. We endeavor to calculate our profits on a percentage basis 
of the cost, which we endeavor to maintain at between 5 
and 10 per cent of the cost of the unit. 

Package medicines: 

There is an old rule that has been used in our industry, which 
is fairly satisfactory if considered as a general rule but of 
which there should be modification to fit the product or the 
conditions under which one conducts his business. That 
rule is cost of product, }4 cost of promotion, H profit. 
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Today very few firms ever think of trying to obtain as wide 
a profit margin, however, as 33 per cent, and I would be 
inclined to believe that more products are sold nearer to a 
10 per cent profit. 

Paints and varnishes: 

In establishing a net jobber’s price we take into consideration 
the price of directly competitive products and then endeavor 
to average 30 per cent gross. Regular dealer prices are 
figured with standard discount above the net basis. Selling 
costs run between and 10 per cent, depending upon 
territory, and this, as well as overhead and advertising, 
must come out of gross profit. 

We believe 10 per cent on sales is a fair net profit for the 
manufacturer. 

Paints: 

1. We secure an accurate figure on the cost of manufacture of 
the product. 

2. To this base cost we add a given percentage to cover cost of 
doing business. This gives us our full selling cost. 

3. We next consider what the product is worth to the con¬ 
sumer: 

a. On its own merit. 

h. In relation to competitive products. 

4. Assuming that our full selling cost justifies a lower price 
than the actual worth to the consumer, we then consider 
whether the adoption of a lower selling price would stimu¬ 
late greater consumer purchasing, resulting in a larger 
volume of yearly profit, even though the percentage of 
profit on an individual sale would not be so large. 

Paper specialties: 

In the case of goods sold through dealers we first determine 
what we think people will pay for the product and then we 
attempt to construct the cost structure to fit the market 
price. In the case of special made-to-order goods we look 
up the last price; if costs have changed since then we may 
adjust the price in ratio to the cost. If we lost the order 
the last time or if competitive conditions are keener than the 
last time we may quote a lower price or a lower ratio of price 
to cost. If, on the other hand, the market has improved, we 
may try for a higher price or a higher ratio of price to 
cost. 
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Petroleum and its products: 

We look at our base cost, add thereto the cost of sales, including 
commissions, traveling expenses, and so on, the cost of 
delivering and warehousing and other miscellaneous expense, 
the cost of advertising, and the cost of general and adminis¬ 
trative overhead. 

The above computation is, of course, figured on average prices 
based on an extended iieriod and the expected profit is 
figured into this, generally on the basis of from 6 to 10 per 
cent gross. 

This figure is then compared with competitive prices considered 
as to trade conditions and any other pertinent data and is 
established as a distributor price. We then establish a 
distributor margin of from 25 to 30 per cent above this 
figure and arrive at a dealer price. This is again checked 
with the market position and general conditions. Finally, 
we compute th(' dealer^s profit and arrive at the consumer 
price in the same v\ay. 

Lubricants: 

The basic factors in determining selling prices on lubricants are 
costs and competition. Having found our costs, we must 
then consider competition and strike a fair average selling 
price. 

In establishing a price on new jiroducts, we give consideration 
to 

1. Cost of manufacturing products 

2. Packages and packaging cost. 

3. Average transportation cost. 

4. Average marketing cost. 

After considering the cost element, we make a survey of the 
market for products of the character in question, giving con¬ 
sideration to potential market from a volume standpoint and 
to how the product must be sold. 

We then ascertain prices at which competitive goods are sold; 
consider the quality of the material off(‘rcd; advertising and 
sales-promolion methods used, etc., and, as a result of all 
factors, establish a selling schedule and discounts, develop 
sales-promotion literature, advertising, etc. 

Lubricants: 

After considering the cost, freight, available demand, cost ol 
operations in the various territories, and competitive 



266 


Marketing Policies 


markets, we endeavor to obtain a price that will give us a 
fair margin over operating expenses. In many cases this 
resolves itself into an attempt to produce and manufacture 
at a low enough cost as will allow us to invade a market and 
make a profit. An examination of our balance sheets over 
the past few years does not indicate that we have been very 
successful in either case. 

Public seating; 

Production costs are based on approximately 60 per cent of 
capacity. To this is added the estimated administrative 
and sales cost plus a profit margin of 5 per cent. On this 
basis, the company, as a leader in the industry, can expect 
competition to keep within reasonable range of its prices 
On this basis and with careful management the company can 
be expected to break even at 40 per cent capacity. 

Refrigeration, radio, automobile accessories: 

In refrigeration and radio prices are practically fixed by the 
dominating factors in the industry and unfortunately, 
rather than being able to build your product and setting 
your price accordingly, it is necessary to work back from the 
price which is set by competition and endeavor to manufac¬ 
ture at a price which will enable you to give the customary 
trade discounts and still retain a profit. 

As to automobile accessories sold through retail channels 
(jobbers and dealers)—here we know the fixed discounts 
which have to be given to jobbers and when our costs have 
been arrived at, we figure our selling price by, first, adding 
the margin of profit w^e require; taking that as a base, we 
fix the selling price which will give the jobber a discount of 
50 and 10 p(‘r cent, the dealer 33^3 per cent, and our net, 
equal to the cost, plus the margin of profit which we are 
entitl(*d to. 

Soap products. 

Generally, it is con.sidered reasonable to realize a 100 per 
cent markup of factory cost to determine the net price 
realized. 

Out of the manufacturer's gross profit all administrative, sell¬ 
ing, advertising, and distribution charges must be paid, 
leaving a possible net profit of 15 to 25 per cent, depending 
on volume and efficiency of management. Minor fluctua- 
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tions in the cost of raw materials are absorbed by the manu¬ 
facturer; major ones are reflected in prices. 

Tire chains: 

In determining price we take our factory cost, add our adminis¬ 
trative and selling costs; add a required profit; and multiply 
by the factor which establishes the list to enable us to allow 
the discount we have determined for the jobbers. We con¬ 
sider profit on sale and not on the cost. 

If we have a patented device where the consumer is willing to 
pay for the article, its worth to him determines the selling 
price. If it is a competitive item, the market will determine 
the selling price and this would apply regardless of whether 
it was competitive from another manufacturer making a 
similar article or whether it was competitive with some other 
device or material which might be used for the same purpose. 

Tires, tubes, and accessories: 

Calculating profit in price: 

By addition of factory cost to platform, administrative, sales, 
safety factor of anticipated increase or decrease in raw material 
6 months in advance, plus not more than 1() per cent profit. 
Calculating selling costs in price: 

Total of warehouse expense, sales personnel salary, and 
expenses used as a percentage on dollar cost. 

Pr'ice formula used: 

Go^ eriied by competitive conditions which might write down 
the theoretical price. 

Business philosophy: 

The policy of building the best product and letting the price 
rise sufficiently high to show a profit, rather than setting a price 
and building the product to fall within that price rang*. 
What should determine a fair profit to the manufacturert 
Sufficient margin to guarantee against losses in raw-material 
commitments over and above regular cost 
Other considerations: 

In rubber industry destructive competitive conditions force all 
companies to take a larger amount of business at a loss. 

Spark plugs: 

“The industry, for years, has been dominated by two large 
manufacturers and as far as price fixing is concerned they 
lead and the rest of us follow.” 
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Work clothing, overalls: 

1. Cost of materials. 

2. Cost of direct labor. 

3. Factory overhead; estimated at 27per cent of the amoupt 
spent for direct labor (and consisting of factory supervision, 
incidental labor, factory rent, power, water, depreciation, 
and miscellaneous factory expense). This constitutes our 
factory cost. 

4. To this factory cost is added 33)^ per cent to cover distrib¬ 
uting expenses and profits. On the above basis, under 
normal conditions, we hope to make a profit of possibly 
5 per cent on sales. 

Men^s, women’s, children’s hosiery: 

1. Our manufacturing and distributing cost by types of 
product. 

2. Prices quoted by our priii(‘ipal competitor—branded and 
unbraiided 

3. Statistical position of the industry as to production rates 
and rates of sah*; unfilled orders and stocks on hand. 

In setting the price of any individual product or any line of 
products the order in which the above factors are (‘onsidered 
may be different from the order in which we consider them 
in setting the price on some other product in our line. 

Men’s shirts and pajamas: 

In our line of business there seemingly have developed over a 
period of years certain price grooves. In setting our whole¬ 
sale prices wh" have found it nc^cessary to assure the retailer 
a markup on the retail selling price of anywhere from 37 to 
47 per cent (gross profit on the retail selling price). There¬ 
fore it is necessary for us to set our wholesale price in each of 
the retail price grooves to assure the retailer these markups. 

In determining a fair profit for ourselves we have to budget 
closely the items of expense, forecast anticipated volume of 
business, and determine the percentage of gross profit 
necessary to cover expenses and leave a percentage of net 
profit. This should run anywhere from 5 to 10 per cent. 

In some instances the percentage of profit on certain items 
is much lower than on others. This is done for volume 
purpos(\s, and lower percentage of gross profit is equalized 
by putting a higher percentage of profit on other items which 
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seemingly can sell at the necessary price to give this increased 
percentage. 
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CHAPTER XIII 


Price Policies and Trade 
Discounts 


Elementary Policies.—Even the old lady with a pretzel cart 
peddling her wares on the corner of the street has established 
price policies, although she does not know it. She sells for cash 
and has but one price. From the street hawker to the greatest 
mercantile establishment, every business must adopt some sort 
of policy for pricing. The one who sells .one way one day and 
another the next or at one price to one customer and a different 
price to others will probably never become an influential factor 
in trade. 

To sell for cash or to extend credit is one of the elemental 
decisions to be made. If credit is to be extended to customers, 
the terms offered should be fixed and uniform. Two per cent 
in 10 days or 30 days net are the usual minimum terms. The 
2 per cent is supposed to represent both the use of the money and 
the cost of making collections. It dates back to the time when 
1 per cent a month was not an unusual rate of interest. Now the 
firm which does not take advantage of the saving provided by 
cash discounts is seldom regarded as an A1 credit risk. 

Whether to sell at one price or extend quantity discounts is 
another question of importance which should be decided and 
adhered to. The scale of discounts should have a definite 
relationship to the economies in selling provided by each level. 
Much more will be said about these discounts in a later paragraph. 

Are trade discounts to be applied to different classes of cus¬ 
tomers, and if so how are they to be established? Obviously 
there is a close relationship between prices and profits, so that 
some basic principle of fixing profit must be established and 
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prices providing that profit arranged. Each of the policies 
mentioned involves careful consideration if the desired profits 
are to be realized. 

Few Make Money. —As noted elsewhere, even of our best 
business concerns—those whose stocks and bonds are listed on 
the New York Stock Exchange—less than half arc able to pay 
dividends one year after another. Churchill points out that of 
more than 400,000 incorporated firms in the United States 
167,000 reported deficits in their income-tax reports for 1928, 
which was one of the most prosperous business years for which 
there are records; while in 1932, the worst of the depression years, 
369,000, or 81.7 per cent, of the incorporations failed to make 
operating expenses The average life of a grocery store is 7 
years. Many others are little better To say that inadequate 
profits are to be blamed for all these failures explains nothing. 
To establish prices that will yield a profit will remove or remedy 
at least one common cause of failure 

After buying materials and paying wages and other conversion 
costs, there must be something left over for profit. To know 
operating costs with certainty acquaints the operator with the 
margin that he must secure in order to meet expenses. Profit 
is the added income after paying all operating costs—rent, wages, 
interest, depreciation, and all the other expenses of a business 
The ideal price, as already pointed out, is the one that provides 
the greatest surplus. Critics of our business system call this a 
monopoly price” or “what the traffic will bear.” This is the 
maximum profit; the price is so placed that the number of cus¬ 
tomers will decrease if the price is higher, that less profit will 
result if more is charged. If the price is reduced, the number of 
customers will not increase enough to provide the same profit. 
Whatever that price may be called, it is still the common-sense 
vay of selling. What would possibly dictate any other policy? 

How Are Prices Set in Actual Practice? —When the country 
storekeeper in a little town in Indiana looks at the quotation of 
eggs in the morning newspaper and sees them quoted at 23 cents 
a dozen in New York, he deducts 6 cents from that for his pur¬ 
chasing price. Eggs in the metropolitan centers of Philadelphia, 
New York, and Boston sell wholesale for about 6 cents more than 
the storekeeper pays—a sufficient margin to make them profit- 
* W. L. Churchill, "Pricing for Profit,” The Macmillan Company- 
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able. Eggs in most of the great cities are sold by auction, and 
the law of supply and demand is immediately operative. Similar 
market quotations guide the drover buying hogs, sheep, and 
cattle for shipment. But price making for these two middlemen 
is a vastly different thing than for the manufacturer. 

When Henry and Edsel Ford sat down in the spring of 1927 
to figure a price for their Model A automobile, they were too far 
removed from the effects of the law of supply and demand to 
receive much guidance from it. They had already built and sold 
16 million automobiles. They knew from this experience that, 
if they could operate their factories at the rate of 2,000 finished 
cars or more a day, they could sell them to consumers at $600 to 
$700 each. They also knew that to sell 2,000 or more cars a day 
the price must not exceed those quoted. As mentioned else¬ 
where, nails in the hardware store, sheetings and calicoes in the 
dry-goods store, rubber overshoes in the shoe store, and sugar in 
the grocery store were sold for many years without profit. They 
were the items on which customers could easily compare prices. 
Qualities were about the same, so prices were supposed to be a 
sort of index of the store's general prices, high, medium, or low. 

If all prices had been made with the same lack of margin the 
store could not have remained in business long. So other prices, 
those on goods that could not be so easily compared, were 
'^loaded"—that is, made higher than was regarded as a necessary 
margin for store operation. Almost no one knew just how many 
goods should bear a loaded price or what sum of money would be 
necessary to make up for the loss on the staples. The same 
thing is still largely true of loss leaders. That is one thing that 
makes them so objectionable. The merchant knows something 
of the relationship between his legitimate advertising and his 
sales. But how much loss must be sustained with a loss leader 
to produce $100 sales is seldom better than a guess. 

Most manufacturers base their prices on information provided 
by cost accounting and by experience in estimating the expenses 
that are not revealed by actual records, such as the influence of 
style. 

The play of competition is always a factor. If competition is 
active, the most efficient operator may set the price, while the 
others sacrifice profits, or even incur losses, to meet that price. 
Sometimes a market becomes so demoralized by price cutting 
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that no one makes any money. In that case, the weakest 
operator in the field may set the price. In sheer desperation to 
raise money he may offer prices which mean a loss to all sellers 
who adopt them. Sometimes the aid of the FTC may be enlisted 
to prevent the unfair trade practice of selling at a loss. However, 
this is seldom either practical or effective. Governmental action 
is notoriously slow. Failing competition is said to be the worst 
of all competition. It means that when an operator persists in 
selling at a loss, either through ignorance of costs or because of 
the pressing need of immediate funds—in which case he will hope 
to recoup his losses later—there is little opportunity for anyone 
to make money until the trade demoralizer is removed from the 
field. 

Trade Discounts. —If one has but one class of customers, like 
the firms which sell direct to consumers, there is no problem of 
trade discounts. This is true to a less extent with the company 
that sells direct to the trade, like manufacturers of men’s ready- 
to-wear goods. If, however, a manufacturer who sells direct to 
retailers, like the producer of paints and varnishes, has some cus¬ 
tomers, such as large factories, which buy in quantities large 
enough to constitute separate shipments, those customers may 
feel that they are entitled to buy at less than retail prices. The 
producer then is confronted with a problem of trade discount. 
Will he extend the same price to the quantity buyer that is given 
to the trade? Custom sometimes rules. If the institutions buy 
in the same or larger quantities than the stores, and if there is no 
probability that goods sold to these institutions will interfere 
with the store’s trade, then the same price is commonly given 
each for similar quantities. Food companies and food whole¬ 
salers are both confronted with this problem in supplying hoteh. 
Further, there are food companies which sell only to hotels. No 
one trade practice is so well established as to be general. 

Where middlemen other than the retailer intervene between 
producers and consumers, a system of prices becomes imperative. 
If more than one channel of distribution is used, then the price 
structure may become highly involved. For example, a paper 
manufacturer brought out a new toilet paper which he wanted 
sold through as many outlets as possible. He also wanted to 
maintain the retail price at 10 cents a package. After much 
study the following schedule of prices was adopted: 
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It was packed a gross to the case, which meant S14.40 to the 
consumer of 10 cents a package. 

As 25 per cent of selling price is ample for grocers, and as they 
are likely to cut prices if given more, the price to them was fixed 
at $10.80 a case. 

Wholesale grocers were given a price of $8.80, which provided 
for their usual 12J^ per cent with something over. 

Drugstores, which require about 333^ per cent of retail price, 
were given a rate of $9.60. 

Wholesale druggists get about 15 per cent of their price to 
retailers on this kind of merchandise, so their price was $8.15. 

Department stores ask 40 per cent on selling price, so their 
invoices called for $8.60. 

Drug chains, also in the 40 per cent markup class, were given 
the same price, $8.60. 

Grocery chains were charged slightly more than wholesalers, 
373^^ per cent or $9.00. 

That illustrates the difficulties of pricing for different channels 
of distribution. In the large cities the result was satisfactory for 
a time. In the smaller cities and towns, the old question of what 
constitutes a department store was always answered by salesmen 
in favor of the customer, so that many stores received a lower 
price than the wholesalers who supplied their competitors. 

Another difficulty was that the leading competitor had an 
entirely different pricing setup. Because of these difficulties 
this schedule was subsequently changed and simplified. With 
fewer types of middlemen there might have been less criticism. 
Dr. Paul H. Nystrom predicts that manufacturers who have a 
logical outlet in both chains and independents will have to choose 
between them in the near future. 

It is evident that full-service wholesalers, who help to build a 
business for a manufacturer, should be given preferred treatment 
as compared with a chain or a department store. Especially is 
this true if the wholesaler does not go into competition with his 
manufacturers, who supply him advertised brands, by establish¬ 
ing private brands for the same kinds of goods bought from 
sources which do not advertise their products. In other words, 
the wholesaler who is content to make a profit by selling adver¬ 
tised brands should be rewarded for going out and placing goods 
with small retailers. 
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Payment for Specific Services.— In the chapter on Evaluating 
Wholesalers' services, it is shown that wholesalers vary widely 
as to the services they offer manufacturers. It is obvious that 
the costs of operation of each type of wholesaler will vary in 
proportion to the amount of service he provides. It would seem 
logical to set up a price schedule which would remunerate the 
middlemen for the actual services performed. This idea is not 
new. Both the General Electric Company and Westinghouse 
Electric Company tried it out with their distributors of light 
bulbs a few years ago. 

Table 14. —Percentage of Operating IjXpenses to Net Sales 

Per Cent 


1. Full-service and limited function wholevsalers 12 

2. Manufacturers’sales branches 11 

3. Manufacturers’ sales offices 6 

4. Bulk tank stations 14 

5. Agents and brokers 2 

6. Assemblers 6 

By kinds of wholesalers* business 

1. Amusements and sport goods 17 

2. Automotive 16 

3. Beer, wines, and liquors 13 

4. Chemicals and paints 16 

5. Clothing and furnishings 13 

6. Coal and coke 9 

7. Drugs (full line) 12 

8. Drug sundries (specialty) 20 

9. Dry goods (full line) 14 

10. Dry goods (specialty) 11 

11. Electrical goods 17 

12. Farm products (raw materials) 6 

13. Farm products (consumer) 10 

14. Farm supplies 12 

15. Furniture, house furnishings 13 

16. General merchandise 7 

17. Groceries (full line) 8 

18. Groceries (specialty) 13 


As these bulbs are sold on consignment through agents it was 
possible to arrange a system of discounts which in theory remu¬ 
nerated the distributors in proportion to their efforts to sell 
electric lamps. For orders filled out of stock, 2 per cent was 
allowed for warehousing. For cash remitted within a designated 
period, 3 per cent was granted for collections. For selling, 5 
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per cent was allotted, and another discount for increasing sales, 
and so on for each service performed. B agents, who also per¬ 
formed some wholesale functions, were given an added discount 
for establishing new A agents. Discounts here are not accu¬ 
rately given, but they illustrate the idea. 

The plan was abandoned after a few months. Various reasons 
were given, but the chief difficulty seemed to come from lack of 
agreement on the remuneration for the different services. None 
of the agents kept their books to show what the actual cost to 
them was for the various functions, so they were not in a position 
accurately to judge of the adequacy, or inadequacy, of the various 
rates of remuneration. 

The list (Table 13) of middlemen and the approximate 
cost for each have been computed from various sources and 
are reasonably accurate as an average. The census reports on 
distribution costs have provided many of the basic figures. 
Other sources have been credited for specific items. 

What Is a Quantity Discoimt?—Closely associated with trade 
discounts is a price reduction which is allowed because of purchas¬ 
ing in quantities and is thus called a “quantity discount.Some 
businessmen do not distinguish between the two. It is apparent 
that it costs less to sell one buyer SI,000 worth of merchandise on 
a single order than to sell 20 buyers each #50 worth. Not only is 
there less expense in selling, but the amount of work involved 
in credit investigation, in making out inventories, accounting 
entries, and bills of lading is about the same whether the amount 
involved is #10 or #100. One firm selling hardware insists that 
there is much more work involved in making ah invoice for a 
large order than for a small order but admits that there is a saving 
in selling large quantities rather than small. 

Some firms do not reduce the price at the time of purchase no 
matter how large the quantity, but at the end of a given period— 
6 months or a year—remit according to a scale of discounts 
earned during the period. For example, if the volume bought 
amounts to #1,000 a discount of 5 per cent is allowed; 4 per cent 
on amounts between #750 and #1,000; 3 per cent for #500 to #750, 
etc. This is called a ‘‘cumulative quantity discount.'^ The 
idea is not the same as in extending a series of prices which is 
lower as the sale increases in size. If one firm buys #1,000 worth 
in 6 months, involving the filling of many separate orders, the 



Price Policies and Trade Discounts 


277 


actual expense of selling him may be as great as selling to ten 
different buyers, who during the same period each buy $100. In 
the cumulative discount the idea is to get and retain all the cus¬ 
tomer's business. 

Discounts which are placed on a cumulative basis are usually so 
graded that a buyer cannot divide his order without increasing 
the cost of his goods. For example, one discount series ran thus: 


Up to $25. Ket 

$26 to $50. 2% 

$51 to $100. 3% 

$101 to $200. 4% 

$201 and over 5% 


If the buyer of any of these quantities should divide his purchases, 
he would not ‘Varn” the maximum discounts. 

The quantity discount may be operated in conjunction with a 
trade discount, as when the jobber is given 30 per cent off the 
retail list and if he buys a larger quantity he is given an added 
5 per cent. So with the wholesaler and the retailer. A custom¬ 
ary trade discount may be augmented for stores which buy in 
more than average quantities. 

One Price or Quantity Discount. —There is a wide difference 
of opinion among businessmen as to whether quantity discounts 
constitute good business practice, even if they are equitable. 
To get a sample of the practice in different fields the authors 
wrote several hundred leading firms in different kinds of business, 
and the following is condensed from the answers received. The 
arguments for quantity discounts are as follows: 

1. It costs less to sell in large quantities than small. (This 
was discussed above.) 

2. The distributor who risks his capital by laying in a 
large stock should be given a reward. A price concession is 
appropriate. 

3. Large orders facilitate quantity production in the factory 
and so reduce manufacturing costs. 

1. The quantity purchase is necessary to stock and maintain 
a full line. This tends to increase sales. (This from a paint 
manufacturer.) One drug house offers ‘‘a quantity price on a 
quantity assortment.” 

5. Savings are made in selling time, invoicing, packing, ship¬ 
ping, collecting, and record keeping. There will on the average 
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be more credit loss on $10,000 worth of business divided among 
50 accounts than on the same amount between two credit risks. 

6. The wholesaler or retailer who buys in quantities usually 
does more to promote sales than the one who buys little at a 
time. 

7. Quantity discounts tend to make distributors more loyal; 
this is particularly true of cumulative discounts. 

There are a great many firms and some whole industries which 
follow the one-price practice. They are by no means idealists 
who have a particularly high moral standard, although some put 
it on the basis of fairness. Most firms which have adopted the 
one-price policy have done so for business reasons. They main¬ 
tain, among other things, that 

1. The distributors are in direct competition with each other 
To sell with a quantity discount puts the larger firms at a great 
advantage over the smaller, who in their own territories may be 
serving as well as the greatest of their class. 

2. All injustices are avoided by a one-price policy. A price 
structure which graduates prices for different quantities must at 
best be founded largely on guesswork. 

3. It is much easier to maintain prices if a single rate is offered 
to all. 

4. Bookkeeping and accounting are very greatly simplified by 
a one-pricc policy. 

6. Where a lower price is allowed a large distributor it is 
assumed that he will promote sales more effectively, which is 
seldom true. It is impo.ssible to grade the ability and willingness 
of middlemen to stimulate business, so price variations are futile. 

6. ‘'The United States Government sells at one price—we will 
sell the same way,’^ was the answer given by one firm. When this 
was quoted to another firm, the response was: “The government 
may sell at one price but it does not buy that way.” 

7. There is no temptation for distributors to overstock as when 
quantity discounts are offered as inducements. 

W’^e believe the above to be a fair summary of the arguments 
urged for and against offering quantity prices. There were some 
answers to the questionnaire which were neither “yes” nor “no.” 
One firm stated that it had two prices, one for carlots and one for 
less than carlots, the difference representing actual difference in 
the cost of handling the orders. Sheet steel mills and wholesale 
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paper houses have a custom of adding a premium charge for 
'shipments of less-than-standard units, for broken reams and 
other packages. 

Who Do and Who Do Not Use Quantity Discounts. —There is 
little uniformity in pricing even between competitors. In the 
food industry canned milk, cheese, English walnuts, canned 
meats, soups, raisins, and some cereals operate on a one-pricc 
basis. Others give limited discounts. 

In the automotive field tires are commonly sold on an extensive 
price range. One manufacturer starts his discounts at 2 per cent 
for sales of #500 to #749, then adds by steps of 1 per cent to 15 
per cent for #15,000 and over. This is somewhat extreme, but 
other manufacturers also have long lists of discounts. 

In the automobile-accessory field, the trend is rather to flat 
prices or a very limited scale of discounts. The same thing is 
true in building-materials and equipment business. Some oil 
burners, wire products, boilers, radiators, and stokers reported 
one price: This was also true of builders’ hardware. Then air- 
conditioning equipment, building board, and other oil burners 
include a series of graduated prices. 

Clothing and hosiery are also mixed. Men’s suits, hosiery, 
corsets, and knitted goods were primarily one-price with haber¬ 
dashery offering a series of discounts. 

These are typical of all the firms which replied to the ques¬ 
tionnaires and of other businesses with which the authors have a 
firsthand acquaintance. There is no uniformity of practice 
and no general principles which seem to govern the methods of 
making price structures, except that in the industrial field bid 
prices and actual handling costs tend to regulate prices. 

So far this chapter has discussed manufacturers’ pricing 
methods as fixed for distributors. A few words about quantity 
prices for consumers may be of interest. Common observation 
reveals an almost universal practice in retail stores of offering 
a lower price for a larger quantity. An investigator for the 
authors in a few hours reported 24 items offered at discounts 
varying from 1.9 per cent on books in Liggett’s to 32.07 per cent 
for a mouthwash in the same store. In all, this investigator 
shopped in eight different stores in the primary retail area of New 
York City and in none of them did he fail to find some goods 
offered at a discount if a quantity was taken. 
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However, it is in the field of transportation that the greatest 
discounts are found. The difference between a one-way fare 
and round trip on railways running out of New York City varied 
from 0 to 16.67 per cent, while monthly commutation rates 
ranged up to 75.31 per cent off the one-way rate. United Airlines 
granted 10 per cent reduction for a round trip, while the leading 
Atlantic steamship companies granted a reduction up to 12.7 
per cent for the return. The Pacific ships on tourist class offered 
a return at 25 per cent reduction. 

Leading hotels varied their prices from day to month by 14.29 
to 25 per cent. The telephone company charges $4.25 for 66 
calls in New York City but reduces the charge by 37.89 per cent 
as the number is increased. Subscription rates to metropolitan 
newspapers are discounted up to 37.89 per cent for time (quan¬ 
tity) orders. Magazines quote a yearly rate of $2, or 5 cents for 
a single copy, which is 23 per cent. Newspaper advertising rates 
are fantastic as they differ for length of time, frequency of issue, 
quantity, kind of display, and classes of goods. The difference 
of price is as much as 100 per cent. In addition a trad(‘ discount 
is given advertising agents. Even the United States Govern¬ 
ment sells a small stamped envelope for 4 c(‘nts while 1,000 can 
be bought for $31.72, or a discount of 20.7 per cent. 

In consumer purchases, it seems that quantity price is the rule. 
Yet it is the opinion of many, even of those who use quantity 
prices, that in manufacturers’ ])ricing the trend is to a limited list 
of discounts. These are to be given for a specific saving defi¬ 
nitely related to costs involvc'd in the transaction. 

How Selling Costs Are Governed by Size of Order. —The 
relationship between average size' of order and the gross margin 
ratio needed to break even on an order is shown for a group of 
confectionery manufacturers in a recent report of the Bureau of 
Foreign and Domestic Commerce, entitled Meeting the Small 
Order Problem in the Confectionery Industry.” For example, 
the report shows that for this group an item with an average 
order size of $2.00 requires a gross margin of 40 per cent to break 
even or to offset the distribution expense on the order. Where 
the gross margin is 25 per cent of sales, the average sale must 
exceed $4.65 to show a profit, it was found. On the following 
page this relationship is shown in chart form. 
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Any observation on the curved line of this chart indicates a 
break-even point for a given gross margin. It is pointed out that, 
while this chart is based on averages, the curve is sufficiently 
accurate to cover the majority of items sold in this industry and 
serve as a guide to sales activities. 

The break-even point for any item now showing a loss, the 
report states, can bo calculated by dividing net loss on the aver¬ 
age sale by gross margin (in terms of per cent) and adding the 
results to the present average order size. It ip explained that 
this method allows for the additional production costs on the 



This chart is for the confectionery buBiness in the western statos. The gross 
margins aic indicated on the cuive for the break-even point for orders ranging 
up to $0 

increased order size. For example, to determine the break-even 
point on an item showing a loss of 21 cents on an average sale of 
#2.15 with a gross margin ratio of 34.2 per cent; to #2.15 would 
be added the results of 21 cents divided by 0.342, or 61 cents. 
That is, a minimum order size of #2.76, must be obtained before 
this particular item will show a profit. 

The break-even point on items now showing a profit can be 
determined by reversing the process, the report states. 




282 


Marketing Policies 


The value of determining the break-even point and establishing 
a minimum order size for various items is shown in this study of 
the operations of representative manufacturing confectioners in 
the Pacific Coast and Rocky Mountain states. It was found that 
82 per cent of all orders and 74.5 per cent of total sales volume 
are concentrated in 17.3 per cent of all items carried, which 
were ordered more than 50 times in 6 months. It was also shown 
that this group of items ordered most frequently occasioned an 
average net loss of 2 cents per order, while all other groups, 
ordered less frequently, showed a net profit. The average order 
value of those items ordered more than 50 times in a 6-month 
period was $2.78 and they had a gross margin of 35.9 per cent, 
both of these figures being lower than for any group of items 
ordered less frequently. 

Thus it was found that if this group of confectionery manu¬ 
facturers maintain the same gross margin and the same prices to 
the distributor, they can make a profit on Ihi^ larg(‘ volume of 
business on which they are now losing money if they can increase 
the size of orders to bring them above the break-even point. 

Table 15 shows the need for raising the average order value of 
items ordered most frequently. The figures are averages for 
representative manufacturing confectioners in the Pacific Coast 
and Rocky Mountain States. 

Table 15.— Relationship of the Size and Frequenc y of Order to 
Net Profit for Confectionery 


1 

Number of times ordered 

Per 

cent of 
tot.'il 
sales 

Average 

order 

value 

Gross 

margin 

ratio 

Distri¬ 

bution 

expense 

on aver¬ 
age order 

Net 

profit on 
average 
order 

Once in 6-month period 

1 2 

$5 89 

37 9 

$2 04 

$0 19 

2 to 9 times 

7 1 

5 42 

36 1 

1 68 

0 28 

10 to 24 times 

8 2 

4 37 

38 9 

1 54 

0 22 

25 to 50 times 

9 0 

3 84 

40 1 

1 38 

0 16 

Over 50 times 

74 5 

2 78 

35 9 

1 02 

0 02 

Average 

100 0 

»2 943~ 

36" 1~ 

$1 (M^ 

$0 016 


Fixing Quantity Discounts,—The theory is that quantity dis¬ 
count is a w^ay of passing along part of the saving to the buyer, 
which he makes possible by placing his orders in such a way as 
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to provide the maximum economies for the seller. As shown 
in a previous paragraph, sometimes the saving is definite and 
easily calculated, as in carlot buying. Where the quantity dis¬ 
count is so arranged that it bears no relation to the different costs 
of scaling, which at best are distant and incalculable, the purpose is 
to monopolize the buy('r’s business. It is presumably for this type 
of discor.nt that the Robinson-Patman Act gives the FTC power 
to review th^se discounts and to revise them if they arc thought 
to be unfair. The act also seems unfriendly tj sales contracts 
which earn cumulative discounts. 

In order to provide a more comprehensive picture, in Appendix 
D are given extracts from re])orts on questionnaires from many 
businesses in some of the leading fields of manulacturing. Where 
Ihe practice was V(Ty similar, one or two typical cases are 
liresenteJ. In others- like automobile tires--several are pre¬ 
sented to show the variations in preparing a iirice structure in a 
highly competitive held, wheie price is, or is thought to be, a 
determining factor. 

Conclusions from Reported Practices.—The lack of uniformity, 
the absence of fixed principles, the failu e to consider basic 
economic laws in fixing prices is apparent in these numerous 
reports as w^ell as in the codes developed under the National 
Recovery Act. These omissions convince careful students that 
businessmen have not given the vital subject of pricing the study 
it is necessary to give it before business can be placed on a 
scientific basis. The sale of investments. (or in popular terms, 
the ‘^stock market'0; 1^^^' regulaiion of utilities, and the develop¬ 
ment of a taxing system that will not cripple business while 
providing rcA^eiiue are all handicapped by the lack of an accept¬ 
able pricing system. 

How^ever, some specific observations may be made which 
indicate what is being done rather than what should be done, 
from an economir aspect. 

1. There is a large amount of guessing in the present pricing 
customs. 

2. Most businessmen reporting rely on experience in fixing 
prices and profits. In the past they have found that certain 
prices produce profits and rely on that condition to continue. 

3. Where labor, or conversion costs, are high in proportion to 
material costs, the requirement is for a higher profit margin. 



284 


Marketing Policies 


4. The less stable the demand is, the greater are the selling 
costs and consequently the larger the gross profit necessary. 

5. Where a few companies tend to dominate the industry, 
the practice of “follow the leaderin fixing prices, with a hope 
that there will be some profit, is more prevalent. 

6. With products like flour, for which prices are fixed primarily 
by auctions over wide territories, the practice is to keep the plant 
busy, if possible, and let profits take care of themselves. 

7. Little attempt is made by manufacturers of a family of 
products to maintain a uniform scale of profits. On the contrary, 
it is commonly assumed that the more staple products show the 
smallest percentage of profits, while the specialties produce 
liberal returns over costs. The meat industry is perhaps the 
most striking example. 

Further study of the codes will permit of other generalizations, 
but such study will be of limited value. We would prefer to 
follow one business concern which fixes prices and profits by 
carefully ascertained costs over a considerable period of time than 
to follow an average course decided on from the investigation of 
any number of firms which operate on hunches, or guesses, which 
seem so prevalent. 
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CHAPTER XIV 


Price Making and New 
Legal Restrictions 


The Competitive Price. —“Our prices are fixed by competition'' 
is a statement that may be true at a particular time, but the other 
fellow's price probably also was made to meet that of a com¬ 
petitor. However, there must have been a definite influence 
that set the lowest price, the final price. Inevitably there are 
some ubiquitous conditions that determine it. Perhaps for 
reasons that seemed to justify the action, it was decided tempo¬ 
rarily to accept business at a loss. In considering the amount of 
loss that could be sustained, the cost of producing the goods must 
be considered, or the administrator loses all control of his busi¬ 
ness. If he makes prices without knowing the amount of profit 
or loss involved, there is little likelihood that the business will 
long continue. 

The point is that cost—someone's cost-^will determine the 
lowest price. If i4 is a smaller operator and adopts the policy of 
following B, the leader, in making prices, then it is 5's costs that 
largely determine A's prices. If A is so advantageously situated 
that he can produce an item for less than it costs B, he may still 
prefer to follow B’s prices, content with the larger profit that his 
favorable position makes possible. In that case it is still B's 
costs that control prices. During price wars, when profits 
are recklessly sacrificed and discretion thrown to the winds, 
standards and costs are disregarded, and the war continues until 
the losses become so unbearable that the weaker contestant retires 
from the fray. Of course, business cannot long be conducted on 
the policy of underselling competitors regardless of costs. Usu- 
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ally it will be either the largest or the most efficient operator who 
survives. 

For many years a leading cheese manufacturer insisted on 
keeping his prices slightly under those of the principal com¬ 
petitors. Then the management of one of the other large 
producers changed. The new manager gave notice that in 
future his prices were to be the same as those of his larger com¬ 
petitor. Asked if he wanted to start a price war, he replied, 

Certainly not, but my price is going to l)e the same as yours, or 
lower.“Do you realize what a price war with our company 
involves?” he was asked. “I realize that for every dollar we lose 
you will lose three or four,” was his belligerent n‘ply. There was 
no price war. The larger company by its size had theretofore 
been able to bluff its competitors. Neither tlu^ size of the firm, 
with its great assets, nor its extensive sal(‘s provided a sufficient 
advantage in production co.sts so that it could withstand a price 
war without d(*pl(*tion of capital. This is an (‘xample of com¬ 
petitive prices, which as usual are controlled by costs. With 
good business firms there is an allowance for profit as a necessary 
ingredient of all prices. Without profit no firm can remain in 
business. 

The Small Operator as Price Maker.— Contrary to the general 
impression, it is often the small operator or the “little fellow” 
in distribution wdio s('ts the price.^ In the petroleum industr}^, 
the chain gasoline stations have grown up largely to rid tin* field 
of the price cutters, who were usually “independents.” When 
business was slack or the competition of the neighboring chain 
station encroached too far on his sales, the independent cut prices. 
He might not be able to provide so convenient or so attractive a 
place of lousiness as his more affluent competitor, but he had less 
investment and le\ss pay roll. If he and his wife attended to cus¬ 
tomers, he Avas often content to acce^pt smaller profits. Ho 
regarded the opportunity to keep himself in a job as fortunate. 
If he could sell 200 gallons with a 3-cent margin, he was better off 
than if he sold 100 gallons with a 4-cent margin. 

As price is a prime factor in selling branded gasoline, a differ¬ 
ential of even 1 cent a gallon has a striking effect on buyers. In 
populous districts, especially, gasoline stations are so close 

‘ W. Hamilton and Absoriates, “Price.s and Price Policies," McGraw-Hill 
Hook Companv, Inc , p, 170. 
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together and it is so easy to publicize price that all dealers of a 
neighborhood tend to keep their prices together. Most motorists 
are not sufficiently wedded to a particular brand so that they will 
refuse to accept one of the competing brands of the same class 
at a slightly lower price. But if the differential is too great, the 
typical motorist bi‘Comes suspicious. While he welcomes a 
reduction of 1 or 2 cents a gallon, he shuns an oflering of 17 cents 
when he has b^^ai paying 22 cents for his favorite brand. 

The weakness of the chains i^ that they cannot act independ¬ 
ently, If one of the chain stations cuts the price, those nearest 
will find it nec(‘ssai‘y to follow. Their superior servi(‘e and 
attractive equipment r(‘quire a wider margin for existence than 
the one on which an indep(*ndent can squeeze through. Further¬ 
more, the gasoline chains invest so h(‘a\ily, even extravagantly, 
for choice locations that a large fixed charge adds appreciably 
to overhead costs, as compared with those of most indepcaidents. 

Further Study of Costs Needed— In th(‘ tables of functional 
costs (chapter on b^valuating Wholesalers) lireakdowns of a few 
different items of expcaise are given for ^vholesalers and retailers. 
Although this type of information is justifi-ibly h(‘ld confidential 
for individual firms, there is a large amount of it available for 
those who participate' in collecting data. Extensive studies have 
been made by retail and wholesale associations, by colleges, by 
business publications, and by advertising agents, but very little 
comparable information is available for manufac'tnrers. Some 
cost studi(‘s have been made on inoduction, and the information 
thus gatlK'H'd has been exchanged in a limited way by a few 
manufactun'is in the same line of production. But very little is 
available on sales costs of those who make the goods. The 
expense involved in selling A^aries all the way from nothing to 
75 or even 80 per cent of sales volume. Where a manufacturer 
contracts with some large distributor to take his whole output, he 
has no selling e vpt'nse. In contrast, the mantifacturer who sells 
to consumers and assumes the responsibility of instructing those 
consumers in the use of his product may find that as much as 75 
per cent or more of his costs are for advertising and selling. This 
was true at one time of the Burroughs Adding Machine Company. 

Reluctance to exchange information on sales costs has left 
most manufacturers still working on the trial-and-error methods. 
Those who make automobiles differ widely in opinions as to the 
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amount of advertising that can be done profitably to sell each 
car. They do not know what the bt'st records have been, or how 
those records were produced. They do not know what would be 
a reasonable turnover of sales agents. At one time, and this 
was at a highly prosperous period of business, it was estimated 
that one-fourth of the dealers went out of business each year. 
Since the exact costs of establishing an agent were not known, it 
was not known how much money could be spent profitably in 
developing agents. It was the practice to allow dealers from 
20 to 30 per cent discount from retail prices—the higher the 
price the greater the discount. But there was usually an adver¬ 
tising assessment that went back to the manufacturer, and 
dealers were expected, and sometimes obliged, to do some local 
advertising. Advertised retail prices were based on delivery at 
the factory; so the agents added transportation charges,’' 
which did not mean transportation cosis^ but allowed an oppor¬ 
tunity to swell the margin over the contract discounts. 

This has been reviewed to indicate the paucity of information 
concerning sales costs in one of our largest and most progressive 
industries. The data in other industries are no better; in fact 
few are so good. Lack of exact information about costs, partic¬ 
ularly sales costs, leaves the manufacturer in the dark when he 
names his prices. More than 900 different automobiles have 
been put on the market, and of these only 30 survive. Few 
industries have fared better. 

Churchill Reviews Profits. —On the same subject W. L. 
Churchill had the following to say before a meeting of the Ameri¬ 
can Marketing Association: 

Of the more than 400,000 incorporated concerns filing income-tax 
returns for 1928, more than 167,000 of them reported deficits. In 1932 
more than 369,000 concerns, or 81 per cent of all that filed returns, 
reported deficits. The average number of corporations reporting 
deficits since 1920 and to 1933 inclusive was 47 per cent. That means 
that very nearly one-half of all of our incorporated enterprises, year 
after year, operates at a loss. 

The 167,000-odd corporations reporting deficits reported their 
deficits as amounting to $2,160,000,000, or more than double the total 
corporation income taxes of $1,060,000,000 paid by the 257,000-odd 
concerns that reported net income for the year 1928. The concerns 
reporting deficits had gross incomes aggregating close to 25 billion dol¬ 
lars. For each dollar that they received they spent $1.09 for the 
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products and services that they delivered. Collectively they dissipated 
more than $2,000,000,000 of our accumulated wealth by giving their 
customers a part of their assets along with the goods and services sold 
to them. 

Were all of our corporations conducted upon a basis comparable to 
our fully successful ones, the aggregate of net earnings for 1928 would 
have exceeded 30 billion instead of the slightly over 9 billion reported. 
Our income-tax collections for 1928, using the tax rate that prevailed 
that year, Would have exceeded $2,300,000 instead of the $1,050,000 
that was collected. 

Much confusion has resulted from recent legislation pertaining 
to prices and price making. In order to simplify this a brief 
review of the most important legislation is given in the following 
paragraphs. 

New Laws Affecting Trade.—^Lack of understanding of how 
prices are made, the great growth and huge profits reported by 
some corporations, and much political agitation and active 
lobbying by trade associations have resulted in state and Federal 
enactments to govern price making and restrict some forms of 
competition. The first of the Federal laws, passed in 1890, 
is known as the Sherman Anti-Trust Act. The purpose of this 
legislation is roughly expressed by its popular name. It out¬ 
lawed contracts, conspiracies, and combinations which acted in 
restraint of trade or the purpose or effect of which was to create a 
monopoly. 

In 1914 two new Federal law’^s were added to the statute books: 
The Clayton Act and the Federal Trade Commission Act. The 
former was intended to extend and supplement the Sherman Act 
and the latter provided an agency for the enforcement of these 
laws. In a later paragraph this legislation will be given further 
consideration. 

In 1918 the Webb-Pomerene Act became a law. Its purpose 
was to permit exporters to do cooperative marketing of products 
in foreign countries. This was not law'ful under the restrictions 
of the Sherman and Clayton acts. These laws were liberalized 
only in foreign marketing. 

The Robinson-Patman Act of 1936 was aimed primarily at 
unfair price discriminations, which it aims to correct. In many 
ways it is the most severe of the numerous enactments which 
regulate trade. It will be discussed at length below. 
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The Miller-Tydings Act of 1937 is an amendment to the 
Sherman Act, permitting residents of those states which have 

fair-trade” laws for price fixing to extend the practice to inter¬ 
state business. As an example, New York and New Jersey both 
have laws permitting resale-price fixing. The Millcr-Tydings 
Act legalizes price-fixing contracts between firms of these two 
states. But a contract to fix resale price between a firm in New 
York and one in Vermont, which does not have a fair-trade law, 
is still unlawful. 

The most recent of the trade regulation laws is the Lea-Wheeler 
Act, which became effective in 1938. It is an amendment to the 
Federal Trade Cyommission Act, very greatly extending the 
powers of that Commission. It also supplements and amends 
the Pure Food and Drugs Act, a discussion of which follows later. 

The Clayton and Federal Trade Commission Acts.—It was the 
primaiy purpose of the Clayton Act to make unlawful any 
contracts, agreements, or acquisition of interest in competing 
businesses \\h(‘n the effect ^^as “to substantially lessen com¬ 
petition or tend to create a monopoly.” It prohibited (1) prices 
discrimination between buyers in similar positions; (2) leasing or 
selling on condition that the buyer should not liandle the jiroducts 
of a competitor; (3) acquiring stock in or creating interlocking 
directorates with competitors where the effect was to curtail 
competition. 

The Federal Trade Commis.sion Act provided for the appoint¬ 
ment of five men, whose t(‘rms of service are 7 years, to act as a 
prosecuting agency for the enforcement of the Clayton Act and in 
general to police business to prevent unfair methods of com¬ 
petition. There was much that the FTC (Federal Trade Com¬ 
mission) could and (lid do to prohibit unfair business practices. 
Untruthful advertising, imitating labels and trad('-marks, 
inducing the cancellation of contracts with competitors, com¬ 
mercial brib(‘ry and belittling, or misrepresenting competitors 
were' all in the field of unfair competition, in addition to the 
procedures specifically mcuitionc'd in the statutes. 

The FTC was required to make extensive trade investigations 
at the directions of the President or of either branch of the 
Congress. Much of the time and energy of the Commission have 
been taken up with this type of activity. The study of wages, 
margins, and prices of the chain grocery stores compared with th(‘ 
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independents was one of the most notable. Another was the 
investigation of conditions in the coal industry. But these 
investigations have been of small importance compared with the 
Commission's influence on buying and selling. 

Particularly has advertising felt the effect of the FTC activi¬ 
ties. The word “free" has been eliminated where the offering 
is not absolutely free. Misbranding, such as “near seal" for 
rabbit, has been forbidden. Such practices as saying offerings 
are for a limited time, when actually there is no limi i; representing 
a fabric to be silk or wool unless it is 100 per cent pure; and 
representing the origin of merchandise to be other than it really 
is have all fallen under the ban. 

Perhaps attention should be called to the fact that the FTC 
has no jurisdiction in business conducted wholly within a state. 
This is aho true in general of the Federal acts relating to trade 
and commerce. Neither does the Commission have jurisdiction 
in matters of transportation, which belongs to the Interstate 
Commerce Commission. Banking also, by special limitation, 
is not under the FTC. 

The Robinson-Patman Act.- In 19d6 something of a sensation 
came with the rev(‘lation that large manufacturers who supplied 
chain stores had made th(‘m immense^ allowances, running into 
the millions, for no apparent purpose other than to secure the 
stores' “support" for their merchandise. As competing manu¬ 
facturers each subsidized the same stores, it was apparent that 
the chains were wTingiiig an unfair advantage from the manu¬ 
facturers, which put them in an unequal i)osition as compared 
with the indepcaidents. It was .showm that the Great Atlantic 
and Pacific Tea Company had received some $8,000,000 in this 
manner. The amount collected as subsidies or bonuses was as 
great as or greater than the net profits of tlic business. This gave 
a great impetus to the associations of independent retailers, who 
found a champion in Representative Patman. Senators Borah 
and Robinson also had ideas on the subject and together with 
Patman threw some heterogeneous mandates together and 
secured their enactment into law. 

The law prohibits unfair or inequitable discounts in the follow¬ 
ing language: 

It shall be unlawful for any person engaged in commerce . . . either 
directly or indirectly, to discriminate in price between different pur- 
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chasers of commodities of like grade and quality . . . where the effect of 
such discrimination may be to substantially lessen competition or tend 
to create a monopoly in any line of commerce or to injure, destroy or 
prevent competition with any person who either grants or knowingly 
receives the benefit of such discrimination, or with customers of either of 
them: provided, that nothing herein contained shall prevent differentials 
which make only due allowance for differences in the cost of manu¬ 
facture, sale or delivery resulting from the different methods or quan¬ 
tities in which such commodities are to such purchasers sold or delivered. 

It is evident that this does not prevent quantity discounts but 
limits such discounts to the actual saving which large purchases 
make possible to the seller. It does not permit of making a series 
of discounts such as was charged against the Goodyear Tire & 
Rubber Co., Inc., in their contract to supply tires to Sears, 
Roebuck and Company on a cost plus contract. The FTC held 
that such a series of discounts put one customer in a class by 
himself and gave him preferential treatment. They said it 
involved a scries of discounts running up to S50,000 or $100,000 
worth of purchases, then jumped to a million with a much larger 
premium. That summarizes the charges of the FTC but by no 
means accurately represents the Goodyear Tire & Rubber Co., 
Inc., in their contract. 

FTC May Fix Quantity Discoimts. —The Robinson-Patman Act 
further provides: *'The FTC may, after due investigation and 
hearing to all interested parties, fix and establish quantity 
limits, and revise same as it finds necessary/^ This clause added 
immensely to the authority of the FTC, for previously it had been 
necessary to show that the practice in question tended to limit 
competition. This clause relieved the Commission of the neces¬ 
sity of showing ill effects on competition. Anyone who feels 
himself aggrieved may now complain of discrimination, and 
limits to price differentials may be set without proof that com¬ 
petition is affected. But this one proviso did not give the FTC 
the authority to pass on unfair trade practices which it had long 
sought. This provided only for price fixing. 

The act strikes directly at such arrangements as the A & P 
chain had with its suppliers. Where a complaint of dis¬ 
crimination has been made, ''the burden of rebutting the prima- 
facie case thus made by showing justification shall be upon the 
person charged with a violation.” Further, it is declared unlaw- 
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ful “to pay or grant, or to receive or accept^ anything of value as a 
commission, brokerage or other compensation—except for serv¬ 
ices rendered in connection with the sale or purchase of goods.” 

This holds the buyer, or agent for a buyer, to be acting unlaw¬ 
fully in receiving any emolument for placing the order, unless 
some definite service is given, which must be of the value of the 
compensation. Furthermore, the same opportunity must be 
open to other buyers on the same terms. The A & P chain 
attempted to justify their receipts in the form of brokerage or 
commission by stating that they gave their suppliers a large 
amount of information concerning markets which was of great 
value. The FTC rejected this on the ground that such informa¬ 
tion was gathered for the benefit of the buyer, who did nothing in 
connection with the collection of data by which he did not profit. 

Finally, in Section 3, the act provides: 

It shall be unlawful for any person engaged in commerce, in the course 
of such commerce, to be a party to, or assist in, any transaction of sale, 
or contract to sell, which discriminates to his knowledge against com¬ 
petitors of the purchaser, in that, any discount, rebate, allowance, or 
advertising service charge is granted to the purchaser over and above 
any discount, rebate, allowance, or advertising service charge available 
at the time of such transaction to said competitors in respect of the 
sale of goods of like grade, quality, and quantity; to sell, or contract to 
sell, goods in any part of the United States at prices lower than those 
exactetl by said person elsewhere in the United States for the purpose 
of destroying competition, or eliminating a competitor in such part of the 
United States; or, to sell, or contract to sell, goods at unreasonably low 
prices for the purpose of destroying competition or eliminating a 
competitor. 

For the violation of this section one may be fined up to $5,000, 
imprisoned for not more than a year, or both. As the “ purpose ” 
here must be proved, probably few convictions will follow, as it is 
proverbially difficult to show purpose or previous intent. But 
it does give the manufacturer an excellent reason for breaking 
a practice which costs much money and has shown only inade¬ 
quate returns at best. However, there are still a considerable 
number of manufacturers who incur the risk of criminal prosecu¬ 
tion for the privilege of playing Santa Claus to some of the large 
distributors. 
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The Lea-Wheeler Act.—The Lea-Wheeler Act is primarily a 
strengthening of the FTC Act. Perhaps its most important 
provision is to give the Commission authority to cite for hearing 
those believed to be guilty of “unfair methods of competition in 
commerce, and unfair or deceptive acts or practices in commerce” 
both being declared unlawful. The first of these clauses was in 
the Clayton Act and, as pointed out above, required the Com¬ 
mission to show that the conduct charged constituted unfair 
competition. No matter how pernicious the practice complained 
of might be, if it did not constitute unfair competition, the 
Commission was powerless to act. The standard of fairness in 
competition was the effect upon the ultimate consumer. If he 
was injured, then the competition was unfair; but however ruth¬ 
less, however injurious to comi)etitors, if consumers wvre not 
made to suffer, then unfair competition could not be established. 
With the new clause added, it is no longer necessary to show^ that 
injury will result to consumers or that competition will be 
affected. It is enough to establish that an act is “unfair or 
deceptive.” The latter is concrete and definite. It should not 
be difficult to recognize and point out deception. The act also 
gives a new definition. “A false advertisement is one which is 
misleading in a material respect.” To establish criteria of fair¬ 
ness, or unfairn(‘ss, is going to require a lot of litigation. It will 
finally be left to the courts to decide. In the meantime the 
Commission can “cite to show cause,” if in its opinion a practice 
is unfair to anyone concerned. 

Another provision of the act puts the general supervision of the 
sale and distribution of “foods, drugs, devices (for tn'atment of 
bodily ailments) and cosmetics” under the FTC. Previously 
this part of business was under the jurisdiction of the Department 
of Agriculture under what was known as the Pure Food and 
Drugs Act. 

Still another section of the act makes the cease-and-desist 
orders of the Commission more effective and secures more prompt 
compliance. 

State Laws of Trade.—Each of the different states has legisla¬ 
tion pertaining to weights and measures, to sanitation, and to 
the organization of cooperatives and other enactments which in 
a general way influence marketing within their borders. The 
authors will not attempt to review these. They are too numerous 
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and of insufficient importance to this subject matter. There are, 
however, a considerable number of “uniform^' laws regulating 
trade, that is, practically identical laws enacted in so many 
states that they have national significance. Among these are the 
Uniform Warehouse Act, the Uniform Sales Act, and Xh^Prirders^ 
Ink Model Statute. More important to manufacturers having 
wide distribution are the so-called ''fair-trade practices acts.^^ 

The purpose of the Uniform Warehouse Act is to provide a 
definite standard for warehouse receipts so that there will be no 
question of their validity even in distant places. Further, 
identical restraints are placed upon their issue so that a bank 
may accept ihem without question, wherever issued. 

Another act of similar tenure in a large number of states is the 
Bulk Sales Law, which provides: "The purchaser must notify 
the cri'dilors of the seller five or more days before the transfer 
takes place. Failure to do this makes the buyer responsible for 
the debts. He does not g(d a clear title to the goods, as the 
creditors can still levy on them, if they are not paid for.'^* 

The Uniform Sales Act of New York makes the guaranty 
much more stringent and binding than it is under common law\ 
" Positive statements of fact as to quality are regarded as affirma¬ 
tions of fact and therefore warranties." It must appear that the 
buyer relies and has the right to rely upon the skill or judgment 
of the seller. This is held to be the case where the seller is the 
manufacturer of the goods and therefore in a position to know 
all about them. Fornn^rly, obvious defects have been held not 
to be covered by a warranty. The idea was that the buyer 
should see the obvious defects. Dean Sommer, of New York 
University Law School, says in regard to this, "Where the defeat 
is not obvious but would be discovered if a careful examination 
were made, and the buyer had the right to make this examination 
but failed to make this examination, he is nevertheless protected 
by the warranty wdiate^Tr form it takes." The manufacturer 
is not released from a verbal guaranty by a written one; that is, 
if the seller represents an article to be, say, fast color, and with 
it is a printed statement covering the guaranty in which many 
exceptions are made, the word of the salesman holds, regardless 
of the written guaranty. 

^ A. F. Chapin, “Credit and Collectiona, Principles and Practice,” 
McGraw-Hill Book Company, Inc. 



296 


Marketing Policies 


The Printers^ Ink Model Statute relates wholly to advertising. 
It makes it a misdemeanor to publish an advertisement that is 
'‘false, deceptive or misleading.'' In 32 states the law has been 
passed in identical form. In most of the other 16 it has been 
copied in a general way, but the word “knowingly" has usually 
been inserted, so that it reads “a person knowingly publishing an 
advertisement that is false, deceptive or misleading shall be 
guilty of a misdemeanor." In that form it is much less effective, 
for in prosecution it is extremely difficult to establish what was in 
a person’s mind. In the original form it required the advertiser 
at his peril to see that his published notices should not be false, 
deceptive, or misleading. 

Price-fizing Laws.—For nearly a quarter of a century a bill 
was presented at every session of Congress, the purpose of which 
was to make legally possible a contract between manufacturer 
and wholesaler and betw^een either of these and retailers to fix 
resale prices. The courts had ruled that such contracts were in 
violation of the Sherman and Clayton acts. It was a manu¬ 
facturer's right to refuse to sell to price cutters or to refuse to 
sell to those who sold to price cutters. He could also advertise 
that he maintained price and sold only to those who cooperated 
with him. But he could not keep a “black list" of price cutters, 
nor permit his salesmen to make reports on price cutters, nor 
could some of his customers legally report their competitors who 
cut prices. Under such regulations price maintenance was 
extremely difficult of enforcement. 

The above were established largely through the Colgate case, 
where the court said in part: 

The retailer, after buying, could, if he chose, give away his purchase, 
or sell it at any price he saw fit, or not sell it at all; his course in these 
respects being affected only by the fact that he might by his action incur 
the displeasure of the manufacturer, who could refuse to make further 
sales to him, as he had the undoubted right to do.^ 

Most of the regulations pertaining to price maintenance have 
come out of court decisions. One of the early cases was that of 
the “mimeograph," in which the manufacturer, because he held 
a patent, attempted to dictate what supplies might be used with 

1 250 U. S. 300, 39 Sup. C. 257. 



Price Making and New Legal Restrictions 297 

it. This was held to be an illegal contract. After the passage 
of the Clayton Act, a case came up involving the control of resale 
prices of patented articles. This overruled the former Dick 
Mimeograph case, which has been often quoted. The Motion 
Picture Patent case boils down to this: Once a picture has been 
sold, the patentee rights cease. ^ It is assumed that he has col¬ 
lected his royalty, and he is no longer entitled to control the 
selling price. Subsequent cases have denied the patentee any 
rights over the resale of patented articles. 

Attempting to treat retailers as agents when they buy and pay 
for the goods for which they are supposed to be agents has been 
frowned upon by the courts. Dr. Miles Medical Company set 
up a very ingenious system to control price by this device, but 
it was declared illegal.^ 

Giving a premium as a reward for maintaining price which was 
tried out by a cosmetic house failed as a device for avoiding 
the charge of conspiracy. The Beech-Nut policy of using key 
numbers on packages so that their origin could be traced was also 
frowned upon by the courts as being part of a conspiracy.® 

As mentioned above, reinstating a dealer after he had been 
cut off for price cutting came up in the Beech-Nut case and was 
criticized by the court. This difficulty was sometimes avoided 
by refusing to sell but not giving the reason for the refusal. 

Actual Steps in Making Prices.—In the case of a new company 
or a new product there is of necessity much of trial and error in 
fixing a price that will produce a profit. The widely told story 
of how Henry and Edsel Ford sat down together and in a few 
minutes’ calculation decided on a price for the new Model A 
is a legend of commerce. That price, in the long run, proved 
‘‘about right,” although for a period of time the Ford Motor 
Company lost a million dollars a day while developing the neces¬ 
sary quantity output, if a statement of one of their buyers is to be 
believed. The explanation usually given is that they decided 
that such an automobile as they had designed could be sold at a 
profit at a retail price around $570, if enough of them could be 

^ Motion Picture Paierde Company v. Universal Film Manufacturing Co. et 
o/:, 243 U. S. 502. 

* Dr. Miles Medical Company v. John D. Park & Sons, 220 U. S. 373. 

> 257 U. S. 441, 42 Sup. Ct. 150. 
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made. Furthermore, to sell the required number to permit a 
satisfactory profit, the retail price must be under $600. 

If the Fords, or either of them, were asked how they knew that 
$600 was the maximum price possible to sell them by the million 
or how they were able to estimate the exact number it would be 
necessary to sell in order to make a profit, the answer would 
probably be *'by experience.” Of just what, it may be queried, 
does experience consist, that will permit two men to make a 
decision involving millions of dollars after a brief, offhand calcu¬ 
lation? There are no specifications available. But it may be 
said that the experience of the Fords was without parallel. It 
consisted of making and selling 16 million Model T^s. That had 
given them an insight into the automobile market and a knowl¬ 
edge of manufacturing costs which was probably as accurate as 
any cost figures available at that time. With such an experience 
as a basis for estimating, few serious errors should be made. 

Contrast this experience with that of the food manufacturer 
who had sales running into millions of dollars yet who saw his 
volume and deficit increase year by year. It is true that this 
manufacturer also had had experience, but, instead of having 
accurate information, at no time did he have dependable data 
concerning the costs of any item among his products. At best 
he had only a vague idea that his costs were so much a pound. 
He never actually knew. Finally a new manager required the 
accounting department, against its protests, to supply figures 
for each item, showing the cost to make and package each. 
Then an entirely new thing was done. Sales of each unit for 
each trading area were compiled, and the costs of selling each 
package was calculated to a fraction of a cent. Costs that could 
not be accurately measured, such as incommensurable risks, 
were estimated from such records as were available. When the 
actual cost of producing and selling were established, a sufficient 
amount was added to assure a profit for the sale of every item. 

A Problem in Dividends. —Perhaps the most difficult part of 
this calculation was to arrive at an equitable—and possible— 
amount to give stockholders for dividends. Some had paid as 
much as $90 a share for stock during the flush times of 1928-1929. 
In the lean years that followed, the price dropped to about one- 
seventh of that amount and it was around $18 when the new 
management came in. After much careful consideration and 
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close watching of results following the adoption of the new prices 
and new methods, it was decided that a rate of dividend could be 
maintained which would provide a very liberal return for those 
who had been fortunate enough to invest in the firm^s shares at 
the prevailing prices. This was at a time when only a small 
minority of the businesses of the country were making money— 
early in 1938. While the established dividend was liberal for the 
prevailing price of its stock, it was only about the United States 
bond rate for those who had bought their stock at the top of 
prosperity. 

Trying to fix a dividend rate is still a matter of speculation for 
new firms. With many corporations, common stock was the 
reward for taking a speculative chance. Bonds and preferred 
stocks, both of which rewarded owners with a fixed income 
comparable to going rates of interest, produced the necessary 
capital. It was the common stock which provided a reward for 
helping to finance the enterprise. It was the bonus offered for 
taking a gamble nther than being satisfied with “legaU' interest 
rates. The vast majority have provided little or no profit and 
still provide a meager return in the way of investment. On 
Feb. 6, 1939, the New York Times listed 1,050 stocks, common 
and preferred. Of these, 591 were paying owners less than 3 per 
cent per annum on the price at which they were selling. 

As a matter of fact, a few common stocks are now offered gratis 
to buyers of senior obligations of the issuer. Even before they 
have demonstrated their ability to earn any returns for buyers— 
that is, to those who help finance industry—they are exchanged 
for cash or other valuables. 

In the actual fixing of price, however, little consideration can 
be given to compensating those who have incurred financial risks 
of the business. If the price is such that it will reward all 
investors for the use of their money, say, at a rate comparable 
to what they would have to pay as interest on any amounts they 
borrow, most stockholders will be contented. They will accept 
the added stability which the regular payment of dividends gives 
to a stock as their reward for assuming the hazards of the busi¬ 
ness. If good management increases profits to the point where 
the stock is salable at a higher price than the shareholder paid, 
the gain will be his reward or bonus. Investors have generally 
come to realize that this is a sounder form of organization than 
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free shares as an investment premium. If the business prospers, 
share values will increase. It is as true of shares that have been 
bought as of those that have been donated. Besides, actually 
buying stock and taking the profit it brings is subject to far less 
public criticism than realizing the same profit on stock given as 
a bonus for the investment of cash, in the bonds or preferred 
stock of the concern. 

Price Maintenance. —Since the enactment of the so-called 
‘'fair-trade laws” by nearly all the states, the problem of price 
maintenance has become of decidedly secondary importance as 
contrasted with the interest shown in it before those enactments 
were placed on so many statute books. However, the difficulty 
of maintaining price seems to rest, with all its onus, on the 
shoulders of the manufacturers. To shift this Ijurden to the 
dealers was the inducement which won over national advertisers 
to the support of the fair-trade laws. 

Inasmuch as the problem of price maintenance still persists, a 
brief discussion may be advantageous. First, a clear picture of 
just what is involved in price maintenance should be presented. 
As the authors sec it, price maintenance is an agreement between 
the seller and buyer fixing resale prices for branded merchandise. 
The arguments in favor of this form of contract are 

1. The dealers are all put on the same base. 

2. It helps dealers to hold trade at home. 

3. It fosters pleasant relations with dealers, assuring them a profit. 

4. It tends to curtail substitutions. 

5. It eliminates the annoyance of ‘‘loss leaders.” 

These points are by no means conceded by the opponents of 
price maintenance, who present the following arguments: 

1. It tends to kill the initiative of dealers. 

2. Dealers should be differently compensated for different serviees. Not 
all sell on the same base, and fixing a resale price largely ignores the service 
performed by the retailers. 

3. It makes manufacturers a world of trouble to enforce. 

4. It robs the highly efficient dealer of the advantages which good manage¬ 
ment might bring him. 

Already, in discussing the state enactments, generally called 
fair-trade laws, the effects of price maintenance have been dis¬ 
cussed. Perliaps the atroiigest argument in favor of it is the one 
tViat Yiaa been prepared by 'WiWvam H. IngersdW, wbo maintams 
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that the good will and good name of the manufacturer is a source 
of profit to the dealer; that is, because of these, many goods are 
sold with less effort and provide a good profit for the retailer. 
At the same time, the dealer does not buy these or any part in 
them when he buys trade-marked goods. Consequently, he has 
no right to advertise, sell, or offer for sale branded merchandise 
in such a way as to injure the good will of the one who owns the 
brand or adversely to affect his sales. If a grocer wants to sell 
Ivory soap below cost, it is his privilege to do so, provided that 
he remove the identification marks. Then his price cutting will 
not injure the sale of Ivory soap in other stores. 

The authors concede that, if a system of prices could be 
arranged and maintained, which would vary according to the 
services offered by each store, price maintenance might be 
generally accepted and approved. But as no one has yet worked 
out such a system of prices, the present idea of price maintenance 
is far from being fair to all dealers. It is our belief that the 
present practice under the fair-trade laws penalizes the most able 
merchants. 

Legal Aspects of Price Maintenance.—The legal obstacles to 
maintaining price were largely removed when the Supreme Court, 
in May, 1937, approved the fair-trade laws of California and 
Illinois. These not only permitted contract for resale price 
between buyer and seller, but provided that upon receiving 
notice all dealers were covered by the contract, whether they had 
specifically signed or not. Where these laws are not in effect, the 
multitudinous court rulings pertaining to price maintenance 
still make up the legal restrictions and provisions to which buyers 
and sellers are restricted. In general, it is lawful 

1. To sell or refuse to sell as one sees fit. 

2. 1^0 choose one’s customers and classify those customers according to 
any method that is thought desirable, such as wholesalers, retailers, and 
brokers. 

3. To refuse to sell to price cutters. 

4. To notify customers and prospective customers that one did not sell 
to price cutters or to those who sold to price cutters. 

5. Otherwise to advertise that one does not sell to price cutters or to those 
who did sell to price cutters. 

6. To aigue for and by persuasion promote price maintenance. 

However, it is unlawful for a seller to make any agreement with 
his buyers as to prices which are to be charged at resale. This 
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was held to be covered by the Sherman Anti-Trust Law, passed 
in 1890, and court decisions have been uniform in holding that 
the contract for resale price is a conspiracy in restraint of trade. 

One may not make a black list of price cutters nor may one 
cooperate with regular dealers who report those who cut prices. 
One may not offer financial rewards for maintaining price and 
may not make with those to whom he sells implied contracts to 
maintain price. 

Patented articles carry no privileges in regard to making 
contracts for resale price that unpatented articles do not have, the 
Supreme Court having held that when an article is sold and paid 
for, the one owning the patent has no further rights. 

These restrictions are formidable. They practically prohibit a 
customer who has once been dropped for price cutting to be 
reinstated, because the very act of reinstatement is looked upon 
as an agreement which implies that in future prices will be 
maintained. Even the right to designate what material may be 
used with the patented article has been brought under question. 
In the Dick Mimeograph case, the original contracts provided 
that the rotary mimeograph could be used only with prescribed 
materials and that contract was upheld, but in a more recent 
decision the Motion Picture Patents Company was denied the 
right to enforce a contract which specified the conditions under 
which it could be used. In this connection the court ruled: 

A restriction to prohibit the use of a patented article except with 
accessory articles, designated by the patentee, would, if upheld by the 
courts, give patentees the potential power to control entire industries. 
This is against public interest and policy and exceeds the intent of the 
patent laws.^ 
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CHAPTER XV 


Premiums and Contests— 
Parts of Merchandising 


Premiums Started with Soap. —Whih' it is always difficult to 
determine the exact origin of any practice or to name the first 
to do this or that, the discovery of the time when some plan 
became so general that it was continued is less difficult but more 
important. Retailers long ago used premiums as inducements 
for customers to buy in larger quantities, to give one store a 
larger part of their patronage, and to make purchases sooner 
than they might otherwise. B. T. Bal)bitt, the first man con¬ 
tinuously to wTap his soap in paper with printed labels, w^as also 
the first manufacturer to offer premiums with his product. He 
started the latter about 1875 and continued for many years and 
so is regarded as the originator. 

The early magazines, particularly The Youth!s Companion, gave 
attractive items of merchandise for those who solicited subscrip¬ 
tions. This perfectly legitimate and highly successful plan was 
adopted by other publishers. An unfortunate variation also 
became popular. Instead of giving a present to the one who 
secured subscriptions, a premium w'as given to the subscriber, so 
that he bought the publication and the item of merchandise that 
went with it. This has continued to a great extent, but readers 
who are ''bribed by a present” have never brought much prestige 
to the publisher. Perhaps this is the least successful use of 
premiums. The use of green trading stamps by retailers came to 
be overdone and to be too great a tax on the store’s profits, so 
that the stamps fell off in use during the World War and were 
never reinstated on a large scale. 
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When the retail trade reduced the number of premiums, more 
manufacturers took them up. The Larkin Soap Company, 
following Babbitt, has surpassed him in the success and extent of 
premiums. Stimulated by this demonstration of what might be 
accomplished by that system of merchandising and, further, by 
the great growth in radio advertising, the use of premiums is 
greater now than at any time in the past. 

Printers^ Ink^ published the following figures for the various 
advertising media for 1939: 


Newspapers.... 

Direct mail. 

Magazines. 

Radio. 

Outdoor. 

Business papers 
Farm papers. . . 


S525,000,000 

300,000,000 

150,000,000 

170,000,000 

50,000,000 

50,000,000 

17,000,000 


Compared with these the amount invested in premiums was 
estimated at from $350,000,000 to $400,000,000. Only news¬ 
papers and direct mail have comparable volumes. 

The following claims are made for premium advertising: 

1. That it is an alternative to an equal or greater expenditure upon some 
other form of advertising. 

2. That it does not increase the retail price because of its use over that of 
any other form of advertising nor depreciate the quality of the product with 
which the premiums are given. 

3. That it confers benefits on the public which are outside the scope of 
other advertising methods. 

4. That it confers proven benefits to retailers by creating demands for 
retailers' stocked merchandise. 

5. That it keeps factories in production and thousands of men and women 
in employment. 

Premiums a Form of Advertising.—Since premiums are used 
to make an offer more attractive and are in realty a consideration 
in the sale, the question may arise as to whether it is correct to 
refer to premiums as an advertising medium. In the strictest 
sense, a premium may not live up to the definition of an advertis¬ 
ing medium, but the fact remains that it is a form of inducement. 
The use of premiums does frequently promote sales, and, after 
an exhaustive hearing, the Advertising Federation of America, in 

* Mar. 2, 1940. 
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1928| unanimously recognized and declared premium use a form 
of advertising. 

A premium may be defined as an immediate or ultimate plus, 
usually in the form of merchandise, offered in ad4ition to or in 
combination with a manufacturer's product for the purpose of 
attracting users who would not normally buy the product or who 
would buy it less frequently without the added inducement. 
Premiums fall into two classes, those given free and those offered 
for a slight extra charge at the time of purchase of the product. 
An example of the first would be Kraft cheese packaged in fruit- 
juice or "sour” glasses, or a pair of house gloves with a can of 
DeVoe paint. In the second, an ultimate plus is usually found 
in the more expensive form of premiums, for instance, a pair of 
silk stockings for 10 Silver Dust box tops and 10 cents or a 
chromium bread-and-butter plate for 10 cents and a label from 
a package of Land 0Takes butter. 

In either case the one who redeems the coupons and secures 
the premium is given a reward for extra purchases, either for 
buying a product when some other might be taken, as with the 
DeVoe paint, or for being a quantity buyer, as with the Silver 
Dust box tops. There is a distinct resemblance to the cumulative 
quantity discount in this award of premiums. Generally 
speaking, there is little premium advertising for i)romoting the 
sale of goods that have a slow turnovtT and high unit cost, 
although there may be exceptions. The fact that there are 
relatively few premium offers in the field of highly priced products 
may, in the last analysis, be explained by the fact that the invest¬ 
ment is too substantial for a small premium. If the premium 
were to be increased in value, it might be less acceptable than 
a price reduction. However, in the earlier days of automobiles 
an extra tire was offered as an inducement, or premium. Indeed, 
on the very early cars, the windshield and the horn were extras, 
later offered as premiums and finally as standard equipment. 
These were related items, often thought to be more appropriate 
than those wholly unrelated. The latter are much more prev¬ 
alent with popular-priced merchandise. 

Most consumer premiums are in the field of convenience goods, 
where turnover is rapid, unit cost low, and competition keen. 
A careful study of premium offers in the consumer field will show 
that it is difficult to write distinctive conviction copy about the 
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products themselves because of the similarity between competing 
brands. In such cases, a premium offer is a refreshing change in 
campaign technique and is welcomed all along the line, by dis¬ 
tributors and consumers alike, if the campaign is properly planned 
and executed. 

This does not mean that all premium campaigns offer induce¬ 
ments both to distributors (jobbers’ salesmen, dealers, and clerks) 
and to consumers as well. Some premium campaigns do, 
whereas others are directed solely to the consumer and still others 
to those whose efforts can facilitate the flow of goods from point 
of production to the point of sale. It will probably be a surprise 
to most readers to know that from 20 to 25 per cent of the pre¬ 
miums used are for the purpose of facilitating the distribution of 
goods rather than of influencing consumers. If a manufacturer 
is considering the use of premiums, he should look first at his 
merchandising problem on one side of the counter, and then on 
the other, and make the basic decision as to whether the premium 
inducement should be applied to consumers, to those responsible 
for distribution, or to both. 

Premiums for Dealers and Clerks. —In any well-planned 
campaign, a certain percentage of the appropriation is spent for 
advertising and sales-promotion efforts among dealers and clerks. 
In many cases the success or failure of a campaign may be due to 
what is commonly called “dealer cooperation.” Advocates of 
premiums contend that frequently a part of the dealer appropria¬ 
tion can be profitably spent for premiums to be offered to dealers 
in proportion to the extent that they stock the product and to 
clerks in proportion to the extent that they push the product. 

One of the effective and mutually advantageous uses of dealer pre¬ 
miums is in connection with taking either a larger order or an assort¬ 
ment large enough to constitute a complete stock, which may deserve a 
premium. Or with the sole object of inducing the dealer to concentrate 
his sales efforts to one line, such an inducement may be effective. The 
dealer premium is in no sense a price reduction but is a way of inducing 
the Healer, because of a selfish interest, to undertake the extra selling 
effort involved. The cost of the premium comes out of the advertising 
and sales-promotional appropriation and is never worth more than the 
added volume to the manufacturer. The premium offer may be 
extended progressively over extending territories, thus creating a sub¬ 
stantial increase in volume for the manufacturer. As a general rule, 
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the dealer and clerk premium plans are allied. Coupons or premiums 
to the clerk are not offered to influence purchases by the retailer, but to 
spur the clerk to a stronger sales effort on the product in question. 
Clerk premiums or coupons are given in ratio to the number of sales 
made and always with the knowledge and approval of the proprietor.^ 

If premiums are to be given clerks, they should be considered 
from all vulnerable points—athletic goods, luggage, musical 
instruments, sports clothes, and eveiything that might appeal to 
convenience, savings, and pastimes. It should also be remem¬ 
bered that many of the salesmen are family men and that articles 
for the home may be equally welcomed. According to Frank H. 
Waggoner, editor of Premium Practice^ an analysis of a large 
number of such offers show’s that approximately 60 per c('nt of the 
premiums are for the home; 10 per cent for women; 8 pcT cent for 
children; 12 per cent for salesmen’s personal us(‘; and 10 per cent 
for sports. The usual means of presenting th(‘ premium off(‘r to 
salesmen is through the medium of a specially ])rejuxred premium 
catalogue (or mailing piece). Most successful offtas of limited 
duration are dramatized, and showmanship enters largely into 
the picture. Members of the families of the salesmen are sent 
copies of the premium announeements and told to select the 
things they w’ould like. The result is that the salesman is 
encouraged to make the necessary extra effort to secure them. 

It is comparatively easy to get a product onto the retailer’s 
shelf—it is a much more difficult operation to get it off. In 
large businesses, backed by liberal advertising, the consumer is 
properly considered the primary market. If the advertising 
sends eustomers into the store a.sking for the product by name, 
the dealer must stock it and the jobber must supply him. But 
if the customer is not insistent or does not express a preference, 
the dealer or clerk is in a position to influence' the sale by a word 
of recommendation for a brand which he favors. 

Premiums for Jobbers’ Salesmen. —A frequently hc'ard criti¬ 
cism of jobbers’ salesmen is that they do not push the manu¬ 
facturer’s product. The answer, of course, is that a jobber’s 
salesman has so many items in his catalogue that it is impossible 
for him to give adequate attention to all. Jobbers’ salesmen are 
human, however, and in many instances an extra incentive will 
result in increased attention to the product, or line, of the one 

‘ Statement of Frank H. Waggoner, editor of Prvmium Practice. 
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thoughtful enough to show his appreciation in a substantial way. 
Premiums can be used as an effective means of expressing one^s 
appreciation. It goes without saying that no offer of any kind 
should be made to another firm's salesmen without the consent 
and cooperation of the responsible official in charge of the sales- 
force. Some jobbers will give the manufacturer the names and 
home addresses of their salesforce, and some will not. In one 
important field of wholesale distribution the authors found that 
home mailing lists could be obtained from approximately one-half 
of the jobbers. The others wore willing to give the number of 
salesmen in their respective organizations and requested that all 
promotional material be sent in bulk for distribution to the sales¬ 
force by the sales manager. A premium plan for jobbers' 
salesmen is quite similar to a premium plan for a salesforce 
operating under the direction of the sales manager of a manu¬ 
facturing establishment. The situations which call for the 
required plus effort are much the same. 

According to Howard W, Dunk, premium counselor, back of 
the jobbers’ salesmen’s premium plan is a factor of greatest 
importance to the manufacturer. When merchandise is sold 
through the jobber, the manufacturer is too often ignorant of the 
location of ultimate retail outlets or of the volume they handle. 
By this premium plan, the redemption records may disclose the 
names, addresses, dates, and quantities of merchandise sold by 
the salesmen, and, from subsequent redemption records from the 
men, an accurate check can be kept as to how the goods are 
moving in various sections of the jobbers’ territories. In many 
cases this information is worth all the premium cost. However, 
the plan should not be used surreptitiously to get information 
the jobber regards as more or less confidential. 

Premiums for Consumers.—There are about as many different 
kinds of consumer premium offers as there are varieties of goods 
in a general store. There can obviously be no hard and fast rules 
which one can follow and be sure of success. The use of pre¬ 
miums calls for specialized skill just as does the use of any other 
form of sales promotion. If premiums are being considered, it is 
certainly sound advice to suggest that the manufacturer seek the 
counsel of someone who has had practical experience with a 
variety of premium plans. This point can be illustrated by 
citing the case of the canner of tomatoes who decided to print a 
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coupon form as part of his label. He made this decision because 
he had been noting for years that his wife purchased a certain 
brand of canned milk because the labels could be redeemed for 
premiums which she wanted. The tomato caimer announced his 
plan and received many requests for premium catalogues, but 
no labels were ever sent in for redemption. He th(‘n consulted a 
premium expert, who noted that the premium offer provided that 
200 (oiipoiis were nec(\ssaiy for the consumer to receive six 
silver-plated spoons. Upon considering the buying habits of the 
average customer, it was revealed that it would be necevssary for 
the purchaser to wait about 2 years before a sufficient number of 
coupons could be accumulated to be (‘xchangeable for a wonh- 
w^hile gift. Present premium practice indicates that the con¬ 
sumer should be able to save sufficient coupons for a worth-while 
premium in from 4 to 6 months. 

Some of the more common merchandising situations W’hich 
have prompted manufacturers to use consumer premiums are 
considered below, but no specific items are given, as lists of 
premiums will be offered in most of the lit( tb lure dealing with 
this subject. If there is a demonstrable difference of quality 
over competing goods, then there is no reason to offer a premium. 
Even if the price is higher, the extra quality is a premium. If 
the buyer is unwilling to pay the higher price, probably a pre¬ 
mium w'ould not be effective; that is, if the convSunuT will not pay 
a premium price for premium quality, it is extremely doubtful if 
an extra item of merchandise will prove convincing. 

Where there is so little difference in quality that it is difficult 
to discover, and where there are no particular sales advantages, 
then the premium can be used effectively. In the case of similar 
products, which offer no advertising or distributive advantage^ 
and for which the prices are the same, the premium offers th(‘ 
convincing plus. If it can be supplied at a cost that is not too 
great, it may provide a means of outdistancing competition. 
This, it will be understood, applies to consumer premiums only 
Advantages and Extent of Consumer Premiums. Perhaps the 
most exhaustive list of purposes for which premiums may be 
profitably used appeared in a Printers^ Ink Monthly special study 
which appeared in the issue of May, 1939. Premiums there were 
recommended to 
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Introduce new products. 

Introduce products in new territories. 

Increase the unit of sale. 

Minimize substitution. 

Induce consumers to continue buying a product. 

Get the interest of children. 

Encourage consumers to buy a family of products. 

Induce people to try the product. 

Promote a special offer on anniversary sales. 

Promote a spi lal Christmas offer 

Speed the sales of slow sellers 

Check radio programs. 

To meet or offset price fornpetition 

Increase off-season sale*! 

Clive the arhertising a new appeal 

Get the names of prospective customers 

Dispose of an old package to prepare the way for a ncvi one 

Secure better display at point of sale 

Aft(T the specific purpose of premium promotion has lieen 
decided upon, the next problem is to decide upon the premium or 
liremiums that are to be offc red, and the method of distribution 
<^r redemption. Here again we find seemnigly no limit to the 
number of plans, but they can be divided into two broad classi¬ 
fications. The first, and formerly thi* most popular plan, 
jirovides for the use of coupons, either inserted separately in the 
package or made a part of the package The second broad 
classification includes what are known as “direct^’ premiums; 
that is, the premium is delivered at the time of purchase or is 
later delivered by mail. There are many variations of the direct- 
premium method, which will be discussed later. One point that 
should be made here, however, is that direct-premium plans are 
by far the most popular today. It has been estimated that 
coupon plans now constitute but 15 per cent of the total 

A study of the prevalence of the use of premiums and their 
reception by consumers was published in Sales Management.^ 
The article in quest on reports the results of a survey conducted 
for Sales Management by the Ross-Federal Research organization 
in Cleveland and Atlanta during November, 1939. The survey 
shows that 28.6 per cent of the housewives interviewed took 
advantage of one or more premium offers during the year. The 


» Der. 1, 1939. 
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percentage for Atlanta was 25 per cent and for Cleveland 32.2 per 
cent. Following are the answers to some of the other questions 
asked by the investigators: 

How many such offers do you remember jiceeptinK durinj^ the past twelve 
months? 



Atlanta 

Cleveland 

Total 

1 offer 

32 8% 

72 1 % 

54 9% 

2 offers 

26 4 

19 9 

22 7 

3 offers 

19 2 

6 2 

11 9 

4 offers 

8 0 

1 2 

4 2 

5 offers 

1 4 8 


2 1 

6 offers 

3 2 


1 4 

Over B 

, 


2 8 


Note. 100^ IS th(' number ^^ho took iid\ ant.ijije of pimmum offers 
Hav'e premium offers influenced \ou to piireliuse products >ou have not 
used before? 




' Atlanta 

! Cleveland 

1 

Total 

Yes 


2') (is 

1 

29 2', 

27 

No 


71 4 ' 

1 

70 8 

72 4 


As compared with merchandise of the saim* (imibtv, do you think that 
floods offering premium inducements cost more, about the same, or cost less'? 



Total 

Cost more 

1 6 6 *'( 

Cost about the same 

90 6 

Cost less 

' 2 8 

1 _ 

What type's of premiums interest you most? 


Total 

For kitchen use 

48 3', 

For other home use 

49 7 

For children 

7 3 

For personal use 

4 2 


Note: 100% is the number of people. Some of them mentioned more than 
one type of premium 
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This survey also brought out the interesting fact that 95.5% 
of the housewives interviewed found their premiums satisfactory. 

Coupon Plans.—The basic reason for coupon premium plans 
is to encourage continued patronage. Advocates of this plan 
contend that a consistent purchaser of a product, or a line of 
products, is really a quantity purchaser and is entitled to a quan¬ 
tity discount. This consideration, it is contended, can be most 
conveniently and satisfactorily handled by offering attractive 
premiums in exchange for a stated number of coupons. 

The number of coupons redeemed compared to those issued varies 
according to the nature of the product, the liberality of the allowance 
and the class to whom the premiums are given. Premium coupons 
should be given to consumers only with lines where repeat sales are 
reasonably frequent. When a single family may purchase a fair volume 
of the product within a reasonable time, premium advertising is partic¬ 
ularly effective. Articles like coffee, cereals, bread, canned goods, soap, 
tea, and the like respond vigorously to the premium inducement when 
the consumer gets the coupon.' 

The following is considered a fair estimate of the percentages of 
redemption in connection with coupon premiuin plans operated to 
promote the sale of merchandise in the classes mentioned above: 


l.st year.from 10 to 15% of the issue 

2d year.from 20 to 25 % of the issue 

3d year.from 30 to 40% of the issue 

4th year. from 40 to 50% of the issue 

5th and after. from 55 to 60%, of the issue 


If the distributor has a number of different items under the brand, 
with which the same coupon is issued, the iiorcentages of redemp¬ 
tion would be somewhat higher yearly and finally reach 75 or 
80 per cent. 

For coupons given to dealers and clerks, in connection with the 
same classes of merchandise, the percentage of redemption to the 
total issue will be about as follows: 


1st year.from 15 to 25% 

2d year. from 30 to 40% 

3d year.from 50 to 60% 

4th year. from 65 to 70% 

5th and after. from 75 to 80 or 85% 


'E. W. Porter, “Power of Premiums as a Sales-producing Force” 
(pamphlet, privately published). 
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Coupon redemptions in foreign countries come close to 100 per 
cent. By knowing the approximate percentage of redemptions 
each year, it is a simple matter to estimate the yearly premium 
appropriation. If arrangements are made with a premium- 
service company to function as the premium department of the 
advertiser, then no investment in premiums is necessary. No 
expenditures for premiums are called for until after the advertised 
merchandise has been sold, the coupons presented for redemption, 
and the premiums delivered to the consumer. However, most 
of the large companies operating coupon premium plans maintain 
their own premium departments. One such plan which is 
attracting wide attention, especially on account of the quality 
of its premiums, is that of the Brown & Williamson Tobacco 
Corporation, manufacturers of Kool, Raleigh, and Viceroy 
cigarettes and Big Ben smoking tobacco. Premium stores arc 
located in Chicago, Los Angeles, Louisville, New York, and San 
Francisco, where redemptions can be made in person or by mail. 
To encourage carton buying, four extra coupons are packed in 
each carton of Kools and plain Raleighs, and two extra coupons 
in cork-tipped Raleighs and Viceroys. The dealer is rewarded 
with these extra coupons when cartons are broken in stores for 
single package sales. Brown & Williamson thus operates a 
combination consumer and dealer coupon plan. The coupons 
can be redeemed at of a cent each, as explained on the back 
of the coupon, if the holder desires, but most redemptions are for 
premiums. The merchandise offered could not be purchased at 
retail for the amount secured by converting the coupons into 
cash. One of the most popular premiums at this time is a 
modern bridge table with automatic steel leg locks, which can be 
secured for 750 coupons. This table was especially designed for 
Brown & Williamson. The philosophy back of the premium 
plan as operated by this company is to reward loyal users of their 
products with quality merchandise. There was a definite desire 
to lift premiums out of the “tin-spoon” class. 

Another well-known user of premiums is the Larkin Company, 
Incorporated. Almost everyone has heard of the “Larkin Soap 
Clubs,” which have operated for years. Larkin's latest plan 
is called the new “Cozy Home Club,” which is in a sense a 
premium club in that the purchaser is given gifts with her pur¬ 
chase. A Cozy Home Club consists of ten members. Each 



Premiums and Contests—Parts of Merchandising 315 

agrees to pay $5 into the club, at the rate of 50 cents a week for 
10 weeks. Each week the secretary of the club collects 50 cents 
from each member. She remits the S5 so collected to Larkin 
Company. Along with it she sends an order for Larkin mer¬ 
chandise, selected by the member whose turn it is to choose. 
By the time the tenth order of the club is reached, each member 
will have bad her individual turn. Besides the goods purchased, 
the one whose turn it is to have the premium is also entitled to 
the Cozy Home gift which the Larkin Company gives with each 
J5 share. These gifts include such items as Turkish towels, 
stainless-steel kitchen utensils, etc. The secretary of each 
Larkin Cozy Home Club is rewarded with $8.75 in certificates 
exchangeable at their face value for any goods in the Larkin 
catalogue. 

One important thing to consider in connection with the coupon 
plan is that its results are of more far-reaching effect than the 
single-premium offer and that its full effect will not be reached 
under 3 years, so that no advertiser should use the coupon form 
of premium advertising unless he is prepared to continue over a 
long period. Experience indicates that the i)^emiums themselves 
should be of a wide variety of quality merchandise. If a con¬ 
sumer is loyal to a particular brand for sufficient time to accumu¬ 
late the required number of coupons, he feels justly entitled to 
a premium of real value. If the consumer is dissatisfied with the 
premium, a customer is lost and the plan has defeated itself. 
The recipient will be even more critical of his prize than of the 
goods bought regularly. 

Methods of Handling Premiums.—As previously stated, the 
most popular form of premium offer at this writing falls in the 
general classification of a direct premium'' which is given ’wv4th 
a sj)ecified quantity. However, within this broad classification 
there are many variations. Premium offers are about as varied 
as advertising appeals. Here is certainly ample opportunity for 
the creative imagination of the advertising and merchandising 
man. Perhaps the best way to suggest the range of direct- 
premium offers is to repeat Frank H. Waggoner's definitions of 
some of the more popular kinds: 

Direct Premium.—One that is given outright with a specified purchase 
made at no advance beyond the regular price. 
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Combination Sale.—Where some other article is sold in combination 
with one's own product, at a unit price for both, and in excess of that 
usually charged for the product itself. 

Purchase Privilege Offer.—Where the purchaser of one's own product 
is given the privilege of buying some other article at the same time at a 
greatlj’ reduced price. It is in effect an optional coinlnnation sale. 

Over-the-counter Premium.—One that is delivered by the dealer 
to the customer, usually at the time of the juirchasc of the product with 
which it is offered. 

Container Premium.— A container in which the product is packed 
which is usable after the contents have been removed. (A container 
with an afteruse.) 

Enclosure Premium.—One that is enclosed in the carton or container 
with the product. 

Self-liquidating Plan.- Where the cost of the premium i.s paid by 
the customer. Combination sales, purchase privilege and part cash 
plans are examples. 

Part-cash Premium Offer.—One where the customer is reejuired to 
send a sum in cash in addition to the premium tokens. 

Advance Premium.—One delivered with an initial i)urcha.se, the 
customer agreeing to continue buying until the premium credits liquidate 
a fixed sum. 

Some years ago the Arbuckle C'offee Company tried out a 
premium plan which is a fair example* of how a part-cash payment 
can be operated. Percolators wen* chosen a^ tlu* special induce¬ 
ment. Several carloads were bought at a price* far below what 
retailers paid for similar models. A percolator was offered with 
2 pounds of fresh Arbuckle coffee for a price of slightly mon* than 
half what similar percolators wen* selling for in retail stores. 
Even though the customer invested tin* price of several i)ounds 
of coffee, he was still ahead on the transaction for h() was buying 
a useful article at much less than he could otherwise get it. 
Arbuckles increased the sale of coffee and also provided a way 
to have their coffee sampled under the most favorable circum¬ 
stances. Two pounds was a large enough sample so that the 
family of the buyer could become thoroughly familiar with it 
before the supply was exhausted. The consumer paid enough 
to reimburse the manufacturer for the premium but was con¬ 
scious that he had received a great favor in the reduced priei*. 
This is something that should be apparent in every premium 
deal when the plan is self-liquidating. 
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Choosing the Premium. —Not much progress can be made in 
developing a premium plan until the premium itself has been 
decided upon, and the selection is so important that the whole 
campaign revolves about it. If the premium is right, success is 
all but assured; if wrong, failure can hardly be avoided. There 
are no specific rules for the selection of premiums but it is safe 
to say that the best i)remium is the one that is wanted by the 
largest percemage of the manufacturer's potential customers. 
One frequently hears expressed the theory that a premium should 
be related to or should be used in connection with the product. 
Although there have been many succ(‘ssful premiums that fall 
in this classification, there have likewise been many siiccesses 
where the premium was not related to the product. The main 
thing a premium should do is satisfy the customer and in this 
way build up a favorable attitude toward the product and its 
manufacturer. 

Manufacturers of premium merchandise are ready and willing 
to make premium suggestions. Uiil'ortiinately, they are seldom 
unj)rejudicod. When seeking suggestions from others, it is 
important to explain the specific merchaneb^ing job that the 
premium will be expected to do. More and more premium users 
are finding it ust‘ful to attend the National Premium Exposition, 
w^hich has been h^'ld annually for the past 10 years. This is an 
opportunity for the exhibiting manufacturers and premium 
buyers to accomplish in a few^ days what w^ould otherwise require 
months of delay, A olumes of correspondence, and perhaps exten¬ 
sive travel. All ii\ ailable display space w^as sold for the current 
year’s exposition several months in advance. The convention 
and round-table conference of the Premium Advertising Associa¬ 
tion h(‘ld concuiTtmlly wath the exposition bring both buyers and 
sellers up to dat(‘ on matters vitally affecting the premium indus¬ 
try. The industry supports a sizable publication, Premium 
Practice, ‘Ahe mag izine of selling through premiums, prizes, and 
advertising specialties.” 

If one is to issue a premium catalogue, or to contract for one of 
the stock catalogues, the opportunity to select from many 
articles of different kinds and different prices is made easier. 
If, in addition to the catalogue, a premium-service agent is 
employed to take the place of the premium department, then 
no item needs to be paid for until it has been accepted by the 
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consumer. Further description of the premium service will be 
given later. 

Sometimes, as in encouraging responses to radio advertising, 
only one item may be offered. Then it is of the utmost impor¬ 
tance to select one that will prove popular. The judgment of the 
advertiser who has not had extensive experience in handling 
premiums is not to be trusted. He is apt to select something 
that he likes personally. This is comparable to an advertiser's 
selecting a newspaper or magazine to carry his business m(*ssages 
because he reads it. He is not advertising to himself and should 
not be influenced by personal like.s or dislikes. 

After the premium has been tentatively decided upon and the 
campaign planned, it is considered good practice to subject the 
plan to a test. This can he done very sim])Iy or V(Ty elab()rat(‘ly 
depending upon the amount iuvolv(‘d in (executing th<‘ plan. Thv 
popularity of a radio premium offer can be t(‘sted on a few sta¬ 
tions before the plan is pul into effect nationally. Arrangements 
may be made with a few stores to giv'e the offtT a tryout. This 
should definitely indicate the expense that will be involved as 
well as the popularity of the offering. A com])let(' j)remium 
campaign can be tested in s(‘l(‘cted stores in representative 
markets. Some manufactur(*rs find it practical to ust‘ the hous(‘- 
to-house consumer-interview technique as a means of determining 
the relative popularity of various premiums. Regardless of 
how the pretesting is done, experience proves that it certainly 
is important that this precaution be taken. Pretesting would 
have avoided such mistak(‘s as the offering of an electric; 
toaster to housewives in rural communities where there was 
no electric current; the offering of roller skates to farm children; 
and the distribution of victrola records that would not fit all 
machines. 

The Premium-service Agency —Little is known about the 
premium service offered by many firms who are organized to con¬ 
duct such a business and no other. There is a distant relation¬ 
ship between an advertising agent and a premium service. Both 
specialize in advertising. Both are able to give valuable advice, 
one concerning general merchandising plans and general adver¬ 
tising media, the other in a much narrower field concerning the 
selection of suitable merchandise for premiums and preparation 
of catalogues displaying the selected merchandise. 
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In another sense, providing premium service is much like 
running a wholesale house or a general store. Suitable selections 
of goods in many lin^s must be chosen, stocked, and shipped out 
on the requisition of consumers, who arc given coupons by a manu 
facturer who supplies them. These coupons are accepted by the 
ser^dce the same as money and are later turned over to the 
manufacturer in exchange for real money. 

If a manufaetiircr like Wrigley, Procter & Gamble, or Kellogg 
decides to go in for premiums, it will be necessarv to organize a 
special department, where all the items offered can be stored 
and, when requisitioned by consumers in exchange for coupons, 
shipped ('ut promptly. This also assumes the selection and 
buying of suitable items, as well as the preparing of catalogues or 
other descriptive matter from which premiums may be selected. 

Many times all this business is turned over to a premium 
service which does all that and even more than such a department 
would attempt. The -service may issue a stock catalogue. This 
will carry the same list of items for all advertisers, but the value 
of coupons and coupon certificates will differ. For example, two 
such catalogues arc before me as I write. One prominent item 
on the page is a drip coffee urn. The descriptions and illustra¬ 
tions are identical, but in one ca.se the urn is offered for 130 
coupons, in* the other for 845 coupons. Another item is a 
Comet teakettle, with identical illustrations and descriptions, 
but in one catalogue 56 coupons will suffice while the othci 
requires 380. The difference is in the value of the coupon. 
Evidently a coupon given out with a pound package of coffee 
should be more valuable than one given out with a 5-cent bar 
of soap. 

The covers of the two catalogues are entirely different. One 
bears the name of the A.P.W. Paper Company, the oth( r that of 
the American Grocery Company. In each the catalogue was 
made up and primed by the premium service, which selects, buys, 
and stocks the va.ious items of merchandise. They are sold to 
the respective firms whose names they bear, and these firms 
custribute tliem as best fits into the campaign. Some services 
do not issue stock catalogues but print them up for each customer 
as needed. 

An advertisement for one of the leading premium services 
.states: 
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The charge made for merchandise shipped covers the following items. 
Every one of these expenses would have to be added to the factory cost 
of the merchandise by a manufacturer who operated his own premium 
department: 

1. Choosing a line of premiums and preparing the premium cata¬ 
logue, a time-consuming and costly job for those not familiar with 
such work. 

2. Ordering premium articles. 

3. Purchasing expense, incoming freight, express, cartage, etc., 
checking in and placing in warehouse. 

4. Time of record clerks, checking orders for premiums, etc. 

5. Time of stock clerks, laying out goods for shipment. 

6. Time of shipping clerks, packing goods. 

7. Time of stamp clerks, weighing packages and attaching stamps. 

8. Cost of packing materials, boxes, etc., for shipments. 

9. Postage or expressage on shipments. 

10. Parcel-post insurance. 

11. Cartage of mail to post office. 

12. Interest on funds tied up in merchandise. 

13. Loss in damaged and shopworn goods. 

14. Accumulation of dead stock, a large item with manufacturers who 
conduct individual premium departments. 

15. Overhead—salaries, bookkeeping, correspondence, rents, fire 
insurance, etc. 

Each one of more than a thousand different articles we carry in stock, 
ready for instant distribution, is priced to cover the foregoing details of 
expense. As we perform this service for the largest premium users we 
are able to effect substantial savings for our customers and, in addition, 
furnish a more effective plan than could be devised by the individual 
manufacturer. 

Advertising the Premium. —There is a great lack of unanimity 
in the ideas held by advertisers as to just how extensively the 
premium can profitably be advertised. The manufacturers of 
premium merchandise evidently are not in a position to advertise 
either the goods ov the method of distribution. The premium 
service does not advertise except to those regarded as prospective 
customers for themselves. Both of these parties, however, urge 
the manufacturer who is using premiums to give them the fullest 
possible publicity. That is like the green-stamp publishers, who 
at the height of their prosperity required retailers to mention 
green stamps in their advertising. 
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The other side, or rather the other extreme, is illustrated by a 
manufacturer who tells the following story about his '^premium 
temptation ” : 

I manufacture a product which satisfies a human want. It is a good 
product; at least I have been able to retain a good many thousands of 
customers over a period of years. But I want to expand my market. 
I have just about decided to increase my advertising appropriation and 
set out to tell more people why my soap is so good that 200,000 Ameri¬ 
cans use it three times a day, we hope! The agency has prepared copy 
and layouts for my approval. I'm just about to okay these ads, when 
in comes the commercial agent for the Dionne Quintuplets. “Hold 
everything,” he shouts. “I’ll turn your thousands of customers into 
millions. Offer a full-color lithograph of the Quints for every three 
Avrappers of your soap and the nation will bathe with Williams.” Well, 
the very thought of this gets me a little excited and unstrung. So I 
turn to thf account executive and direct him to have copy and layouts on 
this great idea in my office at 9 a.m. tomorrow. 

Now it just so happens that tomorrow being Saturday I don’t have 
time to look at the new layouts, so I take them home over the week end, 
together with the layouts w hich the agency had prepared previous to the 
cyclone. So on Sunday afternoon I go into a secluded corner to study 
these layouts. The new ones are great! The Dionne Quints are 
beautiful. But where’s my soap.^ Finally I spy it, sticking out from 
under Yvonne’s arm. So right then and there I ask myself what I’m 
advertising. The Dionne Quints, the chap who made the lithograph, 
or my soap? Why I’d be in the lithograph business if I ran this cam¬ 
paign! Yes, I’d sell lots of soap, but what w?)uld happen after I 
withdrew the offer? Not one cent of the campaign dollars I had con¬ 
templated would go toward telling why my soap Avas better than my 
comi)etitors’, when I kneAv—well, it was! So I decide on my original 
plan, and continue to sell soap.” 

Of course that Avas extreme. He could have advertised ihe 
l)(‘autiful lithograph AAuthout devoting the A\'hole page to it. 
Besides, his customers would have had to buy his soap before 
they could get tlm picture. Then he could have told them on 
the wTapper or an insert what good qualities to look for. 

The authors are frankly skeptical about any medium that of 
itself has to be adA^ertised. For example, firms who pay thou¬ 
sands of dollars for talent pay broadcasting companies thousands 
more for time on the air. That is bad enough, but then they 
employ expensive space in ncAvspapers, in magazines, and even 
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on the car cards to tell people about the good entertainment they 
are giving away. Suppose a magazine advertiser was asked to 
pay the author who wrote the story that appeared opposite his 
display! Then should he go out and spend a lot more money 
telling the public what a good magazine it was because his author 
had a story in it! Maybe the space would bring more returns if 
it were used to sell soap rather than a radio program. The same 
principle holds with premiums. 

If a premium must be advertised, when the same space could 
be utilized to advertise the merchandise with which the premium 
is given, then the advertiser w^ould seem to the authors to be 
selling premiums rather than goods. He has the reader^s atten¬ 
tion; why not take advantage of that golden opportunity to tell 
the story of his product ? This does not apply to merchandising 
a manufacturer’s advertising to his distributors. That is a 
different thing. It is not done to get the retailer to read the 
consumers’ advertising, although that may be the result. Rather 
it is to show the retailer how he may profit by making use of the 
manufacturer's advertising in connection with his own. The 
object, in other words, is to avoid using good advertising space 
to call the readers’ attention to other advertising, when the 
message could be delivered in the first place. 

State and Federal Restrictions^ 

There is no speciij Federal law upon premium advertising by the 
manufacturer. However, there is a Federal law against lotteries or gift 
enterprises or similar schemes offering prizes or gifts dependent in whole 
or in part on lottery or chance. Broadly, there is no law (Federal in 
nature) against the use of premium advertising. Under certain pro¬ 
visions of the Robinson-Patman Act, only in minor aspects of mer¬ 
chandising—particularly applicable to dealer or retailer premiums—are 
there conditions which have to be observed. The reasons for these 
conditions are right in their intent, and they are simple regulations, easy 
to handle. They do not, however, in any way, affect the consumer 
application of premium advertising. The manufacturer’s practice 
of premium advertising without the use of a redeemable token (i.e., a 
coupon) is subject to no statutory restraint, either Federal or state, other 
than that imposed by the law against lotteries, fraud, misrepresentation, 
or commercial bribery. There are a few state rulings applying to the 
placing of a premium within the package of merchandise sold. 

^ “The Advertising Handbook,'' McGraw-Hill Book Company, Inc , p. 462. 
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There have been a number of “fair-trade laws“ passed, some of which, 
in certain states, have application to the use of premiums. This legisla¬ 
tion is BO new that, at this writing, it is impossible to summarize its 
effects. It is not important in that, in the main, it does not affect the 
broad principles of premium advertising. However, before a campaign 
is undertaken, these laws should be checked. On the other hand, the 
manufacturer’s use of a premium token (i.e., coupon) is subject to the 
same statutory restraint against lottery, fraud, misrepresentation, and 
commercial bribery and to the same general restrictions as outlined 
above. 

In addition, it is subject to a prohibitory law in five states—Idaho, 
Kansas, Montana, Nevada, and Washington. The Idaho, Montana, 
and Nevada laws are practically dead letters. To meet this situation, it 
is the usual practice for a manufacturer to state on the face of his 
coupon or token that it is void in any state or municipality where its 
use is directly or indirectly prohibited. Furthermore, coupons should, 
except under certain conditions, to comply with the laws of Indiana, 
Maryland, Nebraska, and Ohio, declare a nominal cash value. 

For a more exhaustive discussion of the Federal and state laws 
and regulations as they apply to piemiums, the reader is referred 
to “Premium Advertising as a Selling Forceby Frank H. 
Waggoner. 

The Premium Advertising Association of America, Inc., is a 
departmental member of the Advertising Federation of America. 
Following is the code of ethics under which the members of the 
Premium Advertising Association operate: 

1. Premium advertising shall be conducted at all times and in all 
ways in pursuance of the highest standards of commercial advertising. 

2. Premium advertising shall be conducted at all times and in all 
ways in pursuance of the fundamental principle of right, honorable, 
ethical, and lawful business practice. 

3. Premium advertising shall be wholly free from the use, in particular, 
of 

o. Misrepresentation, deception, fraud or exaggeration with respect 
to the premium offer and merchandise. 

h. A lottery or other similar scheme involving the element of chance 
and any other scheme or method that is contrary to good morals or 
public policy. 

c. Merchandise that has no value or is not of the represented value. 

4. Every effort shall be made to maintain premium advertising on the 
highest plane of integrity, value, and public service. Any member 
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having notice of any infraction of the foregoing standariLs of practice by 
any otlier member shall promj)tly report it to the Association. A willful 
infraction shall be ground for expulsion. 

Wiigley’s Use of Premiums. The origin of the use of pre¬ 
miums in so far as the Wrigley Company is concerned goes back 
apj)roximately 4 4 years. Its founder, William Wrigley, Jr., 
began in Philadelphia as a sahvMnan for a soap business and 
originally used premiums with .sah\s of soap; one premium which 
he us(‘d was lamps, and there w(‘re other articles which were 
popular ill that day. At one time it was his thought to consider 
the use of a new product. I.ookiiig over the various fields of 
manufacture, he noticc'd that an article had apipeared on the 
market which was comiiaratively new and which had not reached 
any great stage of accc'plance by the public, but Mr. Wrigley felt 
that it would b(‘ one which would catch on very fast and become 
an article' which was ])rofitable to the retaih'r. This proved true, 
and ch(‘wing gum did luu e consum(*r a(‘ceptance, in fa(*t, so much 
so that h(' saw a great jiossibility in mc'ichandising this product, 
with the result tlial he went into the chewing-gum business. 

While it is true that the backliom* of the busiiu'ss and the factor 
Avhich creates consumer acc(‘t)tance is fundamentally advertising, 
Mr. Wrigley made us(* of iiremiuins, which proved to have an 
influence in creating jmblic demand. Premiums have been a 
factor for the entire life of the Wrigley Comiiany. 

IVemiums wen' ad\’aiitageous for all IIk' ])(*ople wdio were in 
the chewing-gum biisiiu'ss in tin* early days. The retailer bene¬ 
fited in that he received an exceptionally good buy and, in 
addition to the chewing gum at a n'gular profit, he obtained 
merchandise which he could resell, use in hi.s store, or even 
employ in his home. At that time the systcmi of distribution had 
not reached the competitive stage that it has today, and service' 
was not at its Ix'st. It was to the retaih'r’s advantagi' to put in 
a supply which would take* can* of him until liis wholesaler’s 
salesmen serviced him again. 

It was to the wholesak'i’s advantage' to use the'se premiums, as 
they stimulated buying by the retailer and he sold more than the 
retailer ordinarily purchasc'd withenit the premium inducement. 
The wholesaler handled the Wrigley premiums in three* different 
manners: 

' A story prepared l)y the Wrigley Company for this text. 
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1. General deals were put out on a large basis. By “general 
deals” we mean shipments made to jobbers packaged in multiple 
units which, when unpacked, represented so many deals. Each 
deal would consist of a carton containing a certain number of 
boxes of chewing gum and a piece of merchandise, which the 
jobber in turn sold to his retail customers as a unit (each box of 
chewing gum that we refer to consists of 20 5-cent packages, and 
the brands which were included primarily were Wrigley's Spear¬ 
mint, Doublemint, and Juicy Fruit, which today are known and 
recognized in 133 countries of the world and advertised in 28 
languages). In using these deals the Wrigley Company became 
one of ihe largest users of premiums, buying carloads of such 
nationally known items as Hamilton electric clocks, Gillette 
razors and razor blades, Eagle pencils, Ingersoll watches, and 
numerous other items which have proved to have great accepta¬ 
bility with its retail customers. As a result of this, retailers for 
years have been in a habit of looking forward to the deals which 
their wholesalers offer them from the Wrigley Company, as these 
deals consisted of such well-known and accepted merchandise in 
addition to chewing gum, which for years Las had a great profit¬ 
able turnover for the retailer. 

2. The second manner in which premiums have been used has 
been in the famous Wrigley Redbook Catalogue, which for years 
has shown fixtures for the store and articles for the home, which 
the retailer has been able to obtain at great savings, sent promptly 
to him by the Wrigley Company. This catalogue has been very 
popular, having been brought out on a yearly basis, and in its way 
it has been used by the retailer in a manner comparable to that in 
which the consumer has used such famous catalogues as those of 
Sears Roebuck and Montgomery Ward. The number of items 
has always been comparatively limited but the ones included 
have been those which the Wrigley Company has felt were giving 
the retailers the best benefit of the Wrigley Company's tremen¬ 
dous purchasing power. Today one can go into thousands of 
retail stores and find articles-which have been purchased years 
back still in good use. Every catalogue contains the most up-to- 
date, modern merchandise which is on the market when the 
newest edition of the catalogue goes to press. Today the most 
popular items included in this catalogue are electric fans (large 
ones for store use), personal files. General Electric clocks, Belmont 
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radios, and Hamilton Beach equipment, which is a familiar name 
from coast to coast. 

These units were priced to the retailer so that the cost per box 
of gum was the same as he ordinarily paid and the merchandise 
was sold to him at a price well under that for which he could 
normally buy it, giving him the same advantage as if he had 
bought the article in great quantities such as the Wrigley Com¬ 
pany had bought. 

3. A third way in which premiums have been used by the com¬ 
pany has been in a catalogue which has gone to jobbers' (whole¬ 
salers') salesmen. Items presented consisted of personal effects, 
for themselves, their wives, or their families. They have proved 
quite an incentive to sell Wrigley's gum. Fishing rods, sport 
coats, dinner sets, kitchen equipment, toys for children, such as 
bicycles, scooters, etc., have been bought by the thousands by 
the Wrigley Company and given to “these Knights of the Road,” 
who for years have been a great factor in the popularizing of 
Wrigley’a chewing gum to retailers and reminding them to keep 
a good stock of Wrigley's chewing gum on display at all times. 
These salesmen’s catalogues are mailed direct to the salesmen, 
who pick out, either for themselves or for their families, items 
which they receive entirely free for their effort in selling Wrigley’s 
chewing gum. The various items are given with the sale of so 
many boxes to retailers, according to the value of the item. 

The depression brought on quite a change in retail buying. 
With the restriction of credit, the natural tendency has been for 
the retailer to resort to “hand-to-mouth buying.” However, the 
Wrigley Company’s policy has been the same—quality merchan¬ 
dise with quality products. It uses every bit of its resources to 
give the retailer the best buy that it can. Its three largest and 
fastest selling brands—Spearmint, Doublemint, and Juicy Fruit— 
have continuous distribution and demand, but the deals continue 
as they have in the past as a reminder now to the retailer not to 
run out or get too low on these and other products which have a 
good turnover. 

Contests. —So far in this chapter we have given primary atten¬ 
tion to the distribution of premiums as they are commonly 
known. It should be pointed out, however, that premiums in the 
broadest sense of the term include all merchandise distributed for 
promotional purposes, regardless of the method of distribution. 
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Whether a person receives a certain piece of merchandise as a 
result of saving so many coupons or for submitting a meritorious 
essay, the fact remains that the merchandise is a premium in both 
cases. It is a form of inducement, another premium plan. The 
fact that a good many prizes are cash does not alter this funda¬ 
mental concept of the contest. For that matter, coupon premium 
plans frequently provide for redemption of coupons either for 
cash or for merchandise. In a prize contest, the chance of winning 
a large prize is the incentive in contrast to the certainty of securing 
a premium of less value. In the case of the prize contest, only 
the winners are made happy. The mental attitude of the losers 
toward the advertised product is not definitely known. The fact 
that it might be unfavorable in all too many cases is the big ques¬ 
tion mark with respect to prize contests. There is certainly room 
for research in this particular aspect of modern merchandising. 

Before discussing some of the problems of conducting a contest, 
it is important first to analyze the marketing situation which 
caused the subject of contests to be brought up at all. The 
desire for more sales is the usual objective. Commonly contests 
are used in promoting the sale of highly competitive products, 
purchased frequently, for which it is diflScult to produce adver¬ 
tising that will sell the product in sufficient quantity. This 
means in mo.st cases that the appeal is not in the product or that 
an advertising idea has not been developed that will build con¬ 
sumer demand. It should be noted that many advertisers in 
highly competitive fields have been able to produce advertising 
that does not require the added inducement of premiums in the 
form of merchandise or cash. 

Since contests are a means of stimulating action, they are used 
among the same groups that are offered premiums in the more 
conventional way, that is, manufacturers' salesmen, jobbers' 
salesmen, dealers, and consumers. What has been said con¬ 
cerning premium plans among salesmen and dealers applies with 
equal emphasis to contests. It is especially important that no 
contests be conducted among jobbers' salesmen without the 
consent of the jobber. Every effort should be made to place 
contest literature in the hands of each salesmen by mailing it to 
his home, if the jobber permits such a practice. A. contest that 
allows the star salesmen oi any organization to wa\h away with 
all the prizes certainly should be avoided. A simple merit 
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system which makes it possible for every salesman to earn some¬ 
thing is worthy of careful consideration. Such a plan would 
prevent the weaker salesmen from coming out of the contest 
completely discouraged. These are the very men who need 
encouragement most. Some sales executives contend that the 
offering of prizes to salesmen is not an idealistic way of getting 
men to work. It has a tendency to pull down rather than to 
build up the principles of salesmanship. The firm\s policies may 
be brushed aside in the mad scramble to land orders. A contest 
for manufacturers^ salesmen, jobbers^ salesmen, or dealers should 
not be announced until it has been gone over carefully with men 
who have had wide experience with contests. Otherwise, it 
might defeat its purpose. 

Consumer contests are of course best known and it is with them 
that this chapter is primarily concerned. The basic decision 
which must precede a consumer contest has already been dis¬ 
cussed. After it has been decided to conduct a contest, some 
of the many questions which present themselves are; What will 
be the requirements for entry? What will be the rules of the 
contest? What about prizes? How many? How will the 
contest be promoted? How about handling the mail? Who will 
be the judges? 

E]lsie Rushmore, contest consultant, offers some sound advice 
which helps to answer some of the above questions. According 
to Miss Rushmore, there must be good distribution of the product 
in the territory covered by the consumer contest. The qualifying 
enclosure should not cost any more than 25 cents, preferably 
less, and should be easy to enclose. The rules must be absolutely 
simple and obviously fair. The prizes should, if possible, be 
money. (Authorities disagree on this point. Since mer¬ 
chandise prizes are purchased by the manufacturer at wholesale 
prices, it is contended that the consumer gets greater value in 
the case of a merchandise prize.) The media coverage should 
be adequate. Mail should be handled with scrupulous care. 
All correspondence should be answered, and announcement of 
winners should be as prompt as possible. The contest should 
have some real human interest. 

It is especially important that the manufacturer conducting 
the contest be prepared to handle the contest entries with effi¬ 
ciency and dispatch. This is such a tremendous task for a large 



Premiums and Contests—Parts of Merchandising 329 

contest that the work is usually delogatod to an outside organiza¬ 
tion that specializes in such work. The task of opening the 
mail, checking for qualifying enclosures, and judging is tre¬ 
mendous. Some authorities insist that it is important to 
acknowledge every entry, whereas others feel that this is an 
unnecessary expense. Their point of view is that the consumer 
knows that the possibility of winning is remote and does not 
expect such an acknowledgment. Here again research would 
throw light on this phase of contest procedure. 

There have undoubtedly been many contests that could be 
called successful. But invariably there is a lag in sales following 
a contest. Sometimes sales drop to the precontest level, som('- 
times 8 per cent below, and sometimes remain above. If one 
contest after another is necessary to keep a product on the mar¬ 
ket, what will be the ultimate result? Contests undoubtedly 
have their place in modern merchandising. They provide a means 
for focusing the spotlight of publicity upon a product for a short 
period. The big problem is to conduct the contest in such a 
way that the long-pull results will be favorable. Accumulated 
experience and research will make this possible. 

BIG CONTEST—NO IX3SER1 

120,000.00 IN CASH PRIZES 
5,000.00 FIRST PRIZE 
1,000.00 SECOND PRIZE 
500.00 THIRD PRIZE 

HERE’S HOW TO WIN 

Some of 'em are big and some of 'cm are little but in this contest no one 
loses—there is a prize for everybody. We want you to know first how good¬ 
tasting and wholesome Pepsi-Cola is. So first of all sample Pepsi-Cola—■ 
then with twenty words or less finish the sentence: “The Pepsi-Cola Home 
Carton is our family's favorite because—.'' Sign your name and address in 
the proper space on the coupon below and mail, together with the flap from 
the carton. Get in this simple, easy contest now—there are prizes for all 
who enter—and the first prize is $5,000.00 cash. 

1,606 CASH PRIZES EVERYBODY WINSI 
FOLLOW THESE SIMPLE RULES 

1. Fill in the blank lines with 20 words or less in the ENTRY BLANK 
appearing below. Sign your name and address in the proper places. 

^ Part of an advertisement for Pepsi-Cola announcing a contest. 
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2 . The ENTRY BLANK is intended for your convenience only. You may 
submit your entry on any sheet of paper. Use a separate sheet for each 
entry. Be sure to write your name and address legibly on EACH sheet. 

8. You may enter this contest as many times as you like, but each entry 
must be accompanied by the red and white handle flap cut or tom from a 
PEPSI-COLA 6-BOTTLE CARTON. Mail your entries to PEPSI-COLA 
CONTEST, P. 0. Box 911, Grand Central Annex, New York City. 

4. This contest closes June 22,—12 P. M., 1940. Entries postmarked later 
will not be accepted. 

6. Entries will be judged for originality and sincerity. In the order of their 
excellence, entries will receive the following awards: First Prize S5000; 
Second Prize $1000; Third Prize $500; Fourth Prize $250; Fifth Prize $150; 
Sixth Prize $100; Twenty Prizes, each $50; Eighty Prizes, each $25; Five 
Hundred Prizes, each $10; One Thousand Prizes, each $5. 

0 . All decisions of the judges will be final. Elaborate or fancy entries will 
not count -extra. Duplicate prizes will be awarded in case of ties. No 
entries will be returned. 

7. By submitting an entry, and in consideration of its being accepted for 
judging, you consent to PEPSI-COLA COMPANY using such entry or any 
part thereof for advertising purposes, and consent that your entries, con¬ 
tents, and any ideas contained therein become the property of PEPSI¬ 
COLA COMPANY. 

8. Employees of any PEPSI-COLA COMPANY, their subsidiaries, their 
advertising agencies, and members of their families will not be eligible for 
prizes. 

9. Winners will be notified by mail on July 15, 1940. Sometime after that 
date a desirable little prize will be mailed to all entrants along with the 
complete list of cash winners. 

10 . Contest is subject to all Federal, State and City regulations. 

Winners will be chosen by an independent, impartial jury of experts nnder 
the direction of the Reuben H. Donnelley Corp. 
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CHAPTER XVI 


Packages and Package 
Inserts 


Packaging Is a Broad Subject. —The term ''package'" as used 
in this chapter refers to all types of containers used for the purpose 
of holding merchandise in individual units from the point of 
production to the point of use. It includes cardboard boxes, 
bottles, cans, tubes, wrappings of all kinds, etc. 

The development of package merchandise has been one of the 
most significant trends in modem merchandising. The pack¬ 
aging of goods formerly sold in bulk not only has resulted in 
benefits to the consumer but has made it possible for the ma^u^ 
facturer to protect his market by retaining the identity of his 
product. Without product identification, mass selling (adver¬ 
tising) would not be possible, and, of course, without mass selling 
this country would not now be enjoying the benefits of mass 
production. Mass selling and mass production are largely 
responsible for our high standard of living. 

Each decade brings a new standard of cleanliness and sanita¬ 
tion. It is not so many years ago that such articles as raisins, 
prunes, tea, coffee, spices, and sugar were sold in bulk to the 
grocer. He weighed and wrapped them up in such packages as 
were most convenient and least expensive for him to provide. 
A few of these items are still sold in bulk, but bulk sales in retail 
trade decline every year. 

The design of a suitable package is the work of an expert who 
understands such highly technical subjects as materials, auto¬ 
matic and other machines which process these various materials, 
and the use of principles of design and colors most advantageous 
to make the package attractive. In this chapter only those 
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elements will be considered which are of primary importance to 
the sales campaign. It is not the purpose to provide the first 
course of instruction for those who want to make a profession of 
package designing. Rather, it is the purpose of this chapter to 



These designs by Paul Resaingoi for Montgomery Ward’s line of drug and 
toilet articles are an excellent example of family packaging, fiee from monotony. 
Note how each beats a resemblance to the other, yet each has an individuality 
of its own Resainger has succeeded in giving these items a look of quality and 
a “professional” chaiacter 


provide certain guiding principles which will prove useful to the 
reader when dealing with any packaging problem. 

Such professional men as attorneys and architects are called 
upon to assist their principals in doing a job as the principal 
wants it done. With neither may the employer turn the respon¬ 
sibility over wholly to the expert. If he is wise he will not merely 
direct the attorney to draw a contract; he will work with the man 
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of law, explaining the fine points and pointing out dangers 
against which he wants to be protected. It is only after all the 
circumstances are fully understood and their relative importance 
weighed that the lawyei; is ready to proceed. So also with the 
architect. He must know the requirements, uses, and funds 
available before drawing his plans. As much, or more, is true of 
the package designer. 

A complete, detailed list of all the possible functions of a pack¬ 
age would be too unwieldy to be of practical assistance to the 
student of marketing or to the business executive who is faced 
with the problem of designing or redesigning a package. There 
are four extremely important functions, however, which should 
be given careful thought and consideration. 

The Manufacturer’s Package Requirements. —Unless a prod¬ 
uct reaches the point of use in perfect condition, it will not give 
the-consumer the satisfaction for which it was intended and the 
effect will be to limit or discourage future purchases, thus defeat¬ 
ing the ultimate purpose of marketing—to build good will which 
ultimately means profit. An important consideration is that the 
product should be safely protected by inexpensive shipping cases; 
that is, the package should lend itself to easy packing and trans¬ 
portation without damage. 

The next requirement is that the package be such as to facili¬ 
tate sales by distributors. It should be thought of definitely as 
part of the advertising campaign. A good package acts as a 
reminder advertisement at the point of sale. If it is so designed 
as to make attention and recognition assured, it will carry the 
customer's mind back to the advertising that has reached her 
through other media. If the package has low visibility on dis¬ 
play, it throws a great burden on the other consumer advertising. 

The manufacturer also wants his package to be of a nature that 
helps the ultimate consumer to use the product to the greatest 
advantage. It should preserve its contents in the home while 
awaiting use. It may have a tight-fitting cap or cover; it should 
not be so large that deterioration of contents may result from 
exposure. To facilitate use, it may have a shaker top like the 
spice tin, or a spout that makes it easy to pour like the salt box. 
It may be planned for further use after the original contents are 
exhausted. In all this, the manufacturer's interests are the same 
as those of the consumer, except that the former is concerned 
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that the expense of the container shall not be so great that it is 
out of proportion to the value of the product it protects. This is, 
of course, also in the consumer’s interest but seldom is really 
understood by her. She is apt to think that the price of X is 



This container, designed by Jim Nash, is an excellent example of the effective 
use of a trade character which convincingly illustrates the slogan, "An Elephant 
for Strength " The trade character is also given prominent display in the com¬ 
pany’s advertising 

high, without appreciating the extra value that the container 
may offer. 

The manufacturer should also be aware of the requirements 
of the store and in so far as possible should provide packages 
unobjectionable to the merchant. The package that is easily 
marred or broken, or that will not fit the store’s display shelves, 
is an inconvenience. 
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Every retailer likes to have a nice-looking store. Packages of 
attractive design are frequently given preferred position among 
the displays. Labels should give sufficient information so that a 
clerk can find the answer to a majority of the intelligent ques¬ 
tions which the customer is most likely to ask. The sizes of 
packages should provide the most popular quantities requested. 
These are the packages which a clerk reaches for when no particu¬ 
lar one is specified. 

The Consumer Also Has Package Ideas. —It would be a cour¬ 
ageous author who would attempt to summarize the likes, needs, 
wants, and dislikes of consumers for any product or service in 
a single paragraph. To assume as much for the package presents 
as many difficulties. However, there are a few generalizations 
that may be helpful. To seal up a package so securely that 
attempting to open it is comparable to “blowing a.safe“ may not 
kill the sale, but it will be a strong deterrent. Failure to give 
complete and explicit directions for the use of a new product, or 
one whose use must be guarded, is an annoyance. To pack too 
little for convenient use, or too much, is regarded as a good reason 
for changing to another brand. A prune packer conceived the 
idea of saving money by using a 5-pound (larton. It was more 
than the average family wanted to buy at one time. Realizing 
his mistake too late, the following season he went to the opposite 
extreme and reduced his package to a 1-pound size. That was 
too small, and, besides, in such small amounts the prunes dried 
out to their hurt. At last he adopted a 2-pound carton, which 
proved popular, but not until after he had lost a vast amount in 
two foolish experiments. 

Most women like routine buying made easier by packages 
readily recognized. The name of the product, or of the trade¬ 
mark by which it is identified, should be conspicuously displayed, 
so that it can be read easily at some distance. The amount, 
especially if it is packed in different quantities (as pound and half 
pound), should also be prominently lettered. In the appro¬ 
priate place upon the package may be included such ideas as 
suggested uses of the product, cutouts for children, premium 
offers, recipes, information regarding grades and quality, and, of 
course, the information required under government regulations. 
If the package by its beauty or utility, the information it conveys, 
or for other reasons causes the purchaser to enjoy greater satis- 
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faction from the use of the product, then the package has helped 
to convert an initial purchaser into a regular customer. The 
success of any product is determined by repeat sales. 

Some things a consumer likes about packages were mentioned 
in the preceding paragraphs. If the product is to appear in the 
bathroom or in a guest room, an attractive package is appreci¬ 
ated. The same thing is also true of items that may appear on 
the table in the original package. There is no doubt that Lea and 



This package is an excellent example of the proper utilization of all the display 
surfaces of a package This simple, bold design is excellent for mass displays. 

Perrin^s Worcestershire sauce loses many sales because of the 
unattractive container. Did you ever see a bottle on a table in a 
private home oi in a high-class restaurant? It will be served if 
requested but is too uninviting to appear on a well-set table. 

If the product is for a gift, as a box of candy, an attractive, 
even an expensive, box will be acceptable, but in the case of items 
bought frequently, and primarily for family use, an unnecessary 
charge for a container is resented. 

Deceptive packages, where the display in a store leads one to 
believe that the quantity is greater than it proves to be when 
opened in the home, is not only poor business; it is illegal. 
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The Basis of Intelligent Package Design— Thr basi« of intelli¬ 
gent package design is utility. This requires a careful study of 
the conditions under which the product is packaged, distributed, 
sold, and consumed. Realizing the importance of thoroughness 
in making such preliminary studies, the Society of Designers for 
Industry has just concluded a series of conferences ff)r the purpose 
of building a check list as a guide. The original objective of the 
Society was to agree upon a number of definite guiding principles 
of procedure w^hich would apply to all cases. As the discussions 
proceeded, it was soon discovered tliat there was not a single rule 
of package design that had no exceptions under ccu'tain condi¬ 
tions. Hence there followed the decision to use the following 
check list as a means of making sure that essential details voiild 
not be overlooked. 

As protection of the ])roduci is fundamental and must Ix' ])ro- 
vided at all costs, financial, aestIndie, or conv(‘nienc(‘, factors 
providing protection will be enumerated first: 

1. What is the nature of the product to be packaged? 

a. New product? 

h. New service? 

c. Old product? 

d. Old service? 

2. How many uses has it? 

3. ITow is the product packaged at the plant? 

4. IIow do(*s the size and type of package alTcct storeroom procedure? 

5. What consideration should be given to the construction of th(‘ package 
to withstand: 

a. Damage in handling? 

b. Piling or stacking? 

6. Which type of package is the most efficient or economical? 

7. How much money can he spent on packaging? 

Selling and advertising arc highly dcsirubh^ provisions for a 
package. The following points arc to l)c considcri'd und(‘r this 
head: 

1. Are there any special sales angles nliich ^^lIl irdhnncc jiackaging? 

2. Which is the best appeal? 

3. Does the sale of the product depend upon display effirienev? 

4. What are the habits, the likes, and the prejudices of prospects in rela¬ 
tion to the product? 

5. Will the package be subject to 

a. Casual observation? 

b. Continual observation? 

c. Close-up study? 
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6. Can the packaf^e visualize the product to tell the buyer what he or she 
wants to know without the need of questioning; the sales clerk? 

7. To what extent ran the package make the consumer cooperate in the 
purchase? 

8. Can the package be designed to promote profitable sales? 

9. Will the package have preselling through advertising or must it do its 
own selling at the point of sale? 

While, in a honse, attention and display are part of advertising 
and selling, there are so many factors to be considered in design¬ 
ing an attractive package that will have display qualities that 
these factors are placed by themselves. 

1. What are shelf conditions? 

а. Advantages. 

б. Disadvantages. 

2. Which does the retail trade prefer to display? 

a. The “lie-down” type? 

h. The “stand-up” type of package? 

3. How will the package be seen by consumers? 

Competition and use arc by no means synonymous, but as the 
strongest point in competition often relati's to convenience of 
use, the factors involved in each are grouped togetluT. 

1. How much consideration does a consumer give to price? 

2. Is the product superior to similar products on the market? 

3. What compietitive brands already occupy the field? 

4. How are competitive products packaged? 

5. What is the strength of each? 

6. Can the package be used for another purpose when emjity'i^ 

7. What properties should a container (as pepper shakers) have to facili¬ 
tate the use of the product? 

8. Can the package be so designed that the consumer has no difficulty in 
getting at the contents? 

Changing a package, or the well-known but ugly and outmoded 
label, was so important that it was given separate consideration. 
The points raised for determination were 

1. What olijectives should be sought in making package changes? 

2. What objectionable features existing in similar packaged products 
should be eliminated? 

а. Size? 

б. Storing? 

c. Display? 

d. Put-up? 

3. Should the package change be made gradually or rapidly? 
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4. Will the packaRe that is differently shaped: 

а. Ship better? 

б. Stack to better advantage on the retailer's shelf? 

6. In what way can package redesign make savings possible? 

6. How may sales be increased through improved package design? 

Testing the Package. —After a package has been designed, the 
ideal method of testing is to print up a few thousand in various 
colors and place them in stores under actual sales conditions. 
Sales tests can also be made of two or more designs that may be 
under consideration. The package which shows up best as a 
result of a sales test in representative outlets is the one to be used. 
If it is not possible to conduct such sales tests, then the final 
selection may be made after the dummy packages have been put 
on the shelves or on display among competing packages in typical 
outlets. The package of the color and design recommended by 
experienced designers can be used with assurance that it will be 
successful in so far as its function is concerned. A few dollars 
spent in testing a new package is valuable insurance against 
costly and tragic mistakes. 

The industrial designer is impatient with any clouding of the 
major objective—sales. He is impatient of any considerations 
which would tend to minimize the effectiveness of the package 
from the sales standpoint. Oddly enough, the practical designer, 
and their number is increasing, finds today that the people in 
business who are concerned with the aesthetic appearance of 
their packages are the executives. To his surprise, the industrial 
designer has found it a hard job, in too many cases, to persuade 
an executive to accept a package solely from the standpoint of 
its sales and merchandising effectiveness and divorce himself 
from any consideration of its artistic merits. 

Egmont Arens, one of the leading industrial designers, takes 
this realistic attitude. He says, “Don't judge your package by 
its appeal to you. If it sells, it is probably attractive.” What 
Mr. Arens means, of course, is that a package which is designed 
for selling is probably like a machine or airplane, which is designed 
primarily for its function and therefore also possesses beautiful 
lines. Mr. Arens likes to tell the story of an executive who 
requested him to design a package which would express the 
dignity and leadership of his concern. He insisted that he 
wanted a package that would be elegant and impressive. Mr. 
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Arens told the client, ''All right, I'll do it, if you will do one thing 
for me. 1*11 design the kind of package you want if you will 
agree to go out in the stores with me and see how the package 
shapes up under actual sales conditions.” The executive agreed. 
Then Mr. Arens went away and created the new package. He 
brought it back to the executive's office, which was done in rich, 
warm tones, and placed the package upon the wide, polished 
mahogany desk. The executive looked at it and exclaimed, 
"Boy, that’s what I want. That's the job.” 

"Wait a minute,” said Mr. Arens. "You promised to go out 
in the stores with me to see how your package looks under actual 
store conditions." 

"Never mind,” said the executive, "We'll take it." 

"Oh, no,” was Mr. Arens’ reply. "You've got to come with 
me and visit some stores.” 

They went out together, visited a number of stores, and placed 
the package on the shelves where it would be customarily dis¬ 
played. Alongside its competitors and under the lighting con¬ 
ditions in the stores, the new package simply faded away. At 
the end of the day, Mr. Arens turned to tlu' executive and said, 
"Now, I’ll design the kind of package I think you ought to have.” 

The next day he returned with a packag(‘ which represented 
his idea of what the company's package should be. He plaeed 
it on the same mahogany desk. 

"I don’t want that. It looks cheap, flashy.” 

"Well,” said Mr. Arens, "Let's see how it looks in the stores,” 
So to stores they went. The new package was placed on the 
shelf with its competitors. It stood out. It had high visibility 
on display. It was distinctive. It had shelf appeal. The 
executive admitted that Mr. Arens had proved his point. 

Consumer-jury Method of Testing. —Frequently, dummy 
packages are submitted to consumers in order to ascertain their 
preferences. It is well to question the validity of many of these 
tests, because the subject interviewed is not in a buying mood. 
The selections are made between various designs of the same 
package rather than among competing packages under sales con¬ 
ditions. A judgment reaction may not be the same as a buying 
reaction. This point can be illustrated by relating the experience 
of a large distributor who, as a result of consumer opinion, 
packed olives in bottles that were squatty, with a wide mouth 
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from which it was easy to remove the olives. What was the 
result? The sales of olives fell off and he was forced to return to 
the tall bottle. The new bottle did not have the display value 
of the old, which showed a larR(‘ exi)ansc of olives. 

Thte is a relic of the ‘^order-of-merit” system of judging con¬ 
sumer displays or advertising. Th(* idea was to have a repre¬ 
sentative jury rate different displays in their older of merit. 
The highest ranking was first choice. The great difficulty is to 
get members of the jury to judge according to the buying stand¬ 
ard. If jurors were asked which bottle of olives was the most 
attractive, the artistic bottle would bo chosen. But if the two 
bottles hik'd with olives w^ere placed together and the question 
asked, ‘‘Which w'ould you rather probably the one which 

best dis])lay(*d the olives would be chosen. 

A distributoi’ had a similar experience with jars for preserves 
and jams. A designer was commissioned to develop a special jar 
w^hich would go well on any table setting, w’ould have a wide 
mouth, was squatty in appearance, and would permit easy 
removal of the contents. A beautiful jar was designed in accord¬ 
ance with these speciheations, and the jams and preserves were 
placed on display in retail outlets. Sales were so unsatisfactory 
that the distributor w'as forced to return to the tall jars in w'hich 
the products were originally packaged. 

Trends in Package Design. —For many years packages had 
been thought of primarily as protection for their contents, and 
little attention was paid to the sales value of their appearance. 
When manufacturers first became aware of the fact that w^omen 
played such an important role in purchasing, they l^iegan to 
wonder whether their packages could not be made more attrac¬ 
tive to women and thus have more sales appeal. Naturally 
enough, they assumed that packages, in order to appeal to 
women, should be pretty and that in order to secure pretty pack¬ 
ages they should hire artists. They went to artists w^ho were 
illustrators but who knew' little about selling or merchandising. 
Nevertheless, some of the changes in package design resulted in 
amazing sales increases. More and more artists wx^re being called 
upon to improve the appearance of packages already on the mar¬ 
ket and to design packages for new^ products Naturally enough, 
a number of these packages were impractical, either for produc¬ 
tion, shipping, or display or as sales tools. Soon tales were 
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heard of large sums lost, sales hurt, and other sad experiences. 
Package designing rec(*ived a black eye. 

It was at tlii^ point that the industrial designer entered the 
picture. The teim "industrial design" was first coined about 
1919 by Joseiili Sinel, one of Americanos foremost industrial 
d(*sign(Ts. It was developed to denote that type of design used 



III this packiigp, Paul M. Rossinger carefully retained the essential 

ideiitifyinK clenionts of the old At the same time, he simplified the design so us 
to Rive the piiekaKo a nioie pleasing appealanee and higher visibdity on display. 


t)y industry to s(‘ll its products. It covers today both the prod¬ 
ucts th(*mselv(‘.s and the containers in which tiny are packed. 
The competent industrial de.signer is a combination artist, 
designer, psychologist, and merchandising and advertising man. 
The cr(*ations of the modern industrial designer today arc a far 
ciy from the extremt' modernistic atrocities that were first con¬ 
ceived in the name of "modern." Modern art has come of age, 
however, and is now more accurately reflecting the modern age 
in which we live. It is far from static, and trends are continu¬ 
ally making themselves felt. 
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The industrial designer must be a student of trends. His 
package problem may require that he go with the trend or go in 
the opposite direction for the sake of contrast. One example of 
going in the opposite direction, with success, was in the redesign¬ 
ing of a line of food products for the New York market Sinci' 
New York is known as a white-label market in the canned-food 
field, the client suggested to the designer that his labels have a 



Note how the A & P coflfeea are deHignod with mass display in mind The laige 
areas of color aie extremely effective in attiacting attention and the band<i aie 
especially good when the packages are lined up with one nnothoi DesiKiied bj 
Eginont Aiena 

The Bokar coffee is now pat ked in a blatk bug instead of the nietul t an 


white background. The question asked by lht‘ desigiH'i 
“Do you want your packages to tie in with your coin})(‘titoTs, or 
do you want them to stand out on the shelves*'’” TIk' lejily, oi 
course, was to the effect tliat he wanted his package's 1o stand out 
The problem was met by using gold ornamentation and a laige 
amount of brilliant red-orange in large solid areas 

The Problem of Mass Display. -As jirt'Viously staled, a pack¬ 
age cannot be intelligently designed unk'ss the designer is familiar 
with the manner in which it is placed on disjilay in k tail outU'ts 
The rapid growth in the number ol super markets thioughout the 
country has resulted in a design problem ot exlri'ine importance, 
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if the product is used in mass display. When several packages 
are stacked side by side, either the result is a unified effect, with 
the packages ‘'pulled” together with such elements as bands, or 
the combined effect is uninteresting and meaningless. A good 
example of unified effect produced by cans in mass display is in 
the case of Campbell’s soups. A display of these cans gives the 
effect of a band of red and white. The A & P coffee packages 
were designed with the same principle in mind. This is not 
always a design problem, however, and no generality is intended. 

It is not a very good idea to have preconceived general attitudes 
regarding the use of colors. It has been said that a good artist 
can use any color he chooses by applying it in its correct intensity 
and extent and in combination with other colors discreetly 
selected with regard to the laws of harmony and contrast. The 
choice of color in package design should be determined by the 
functions of the package. Some of the most successful designs 
have been those which went against popular conceptions regard¬ 
ing color. The most practical designers do not depend on color 
systems in their designing. Color should be treated as one of 
the elements in a package rather than the major factor. Care 
should be taken about such ideas as making colors appropriate 
to the contents. It is this type of thinking that accounts for the 
great number of brown coffee packages, with the result that 
individuality is frequently lost. 

Package Materials. —Generally speaking, manufacturers are 
very careful in selecting those packing materials which will best 
protect the goods. Everyone, however, has had the experience 
of buying a product and finding it unsuitable for use because of 
inadequate protection. When the question of package material 
comes up for consideration, it is sound advice to suggest that all 
materials be considered. Just because a product has always been 
packaged in one way may not be a valid reason for continuing to 
use the same method. 

An open mind in connection with this problem resulted in a 
change from tin to a vacuum-packed glass jar with the result 
that package costs were reduced and better display of the prod¬ 
uct (luxury cookies) increased sales. The reader should not jump 
to any conclusion regarding the best way for packing luxury 
cookies or any other product. There is no one best way for pack¬ 
ing anything, because, no matter how good any method is, there 
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is a chance that that method can be improved. Alert manufac¬ 
turers are always on the lookout for better packing methods, 
bearing in mind that nothing is so constant as change. Occa¬ 
sionally, reviewing the firm’s packages with manufacturers of 
various kinds of package materials will assure against oversight 



Glamorizing the lowly toothbrush. This package desigiu'd hy l^^ul Kcsshikci 
dramatizes the fact that this toothbrush is sterilized and also gives it .1 stioiig 
quality appeal. The neat paper baud, with its sun pie, casv-lo-ioad, yt-t stylish 
lettering, attracts the eye and gives the important dctailb at a ghmcc, d’iic 
package also allows the consuinei to see details of brush coloi, etc., and to check 
without having to open the package. 


of the possibility of doing a better job with a new material. 
Consultation with package-materials manufaetunTs is indis¬ 
pensable when the product to be packaged is perishable. 

The research in this field that has been done by such firms as 
the Robert Gair Company, the American Can Company, and the 
Continental Can Company is worthy of special recognition. 
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Progressive manufacturers of containers and wrapping materials 
of all kinds arc in a position to give valuable advice in the fields 
of merchandising and selling as well. 

In connection with the selection of packaging materials, it is 
important to point out that the manufacturer cannot be sure his 
selection has been wise until actual tests have been made. Only 
the actual handling of the product through the various channels 
of distribution to the point of use will tell whether the product 
is properly packaged. Such tests should be made, in some cases, 
under varying climatic conditions; for example, no kind of 
fabricated material has been found which will keep tea fresh in 
Alaska. The problem of the selection of package materials is 
complicated by the fact that the material which gives the best 
protection might not be the material which will result in the 
largest volume of sales. Buying habits must be taken into con¬ 
sideration. If the container is so good that it appears to be too 
valuable to throw away, the housewife may cease buying the 
product when sh(‘ has a sufficient number of containers for her 
use. This has happened in the case of expensive candy boxes. 
Without wishing to take sides in so controversial a question as to 
which is the best material for packaging coffee, the authors 
maintain that the package material does have a bearing upon 
sales. 

Sizes of Packages. —Just what size a package should be is 
often open to discussion and is extremely difficult to determine. 
Campbell soup and pork and beans are all put in one-size cans. 
It is supposed to be sufficient for one meal for a small family. It 
has always been the contention of this firm that, if more is needed, 
it is better to have the customer buy two tins than to make two 
different sizes. Fletcher\s Castoria has always been sold in one 
size. So also has Sani-Flush. Mr. Schlabach, president of the 
manufacturing company which makes it, contends that one size 
of package, one size of cas(‘, and one price simplify business to 
the minimum and make the maximum profits possible. 

Some manufacturers have gone to the opposite extreme. One 
of the leading manufacturers of baking powder puts his product 
in 2-, 3-, 4,- 6-, 8-, 12-, 16-, 32-, 48-, and 80-ounce cans. All 
these needless sizes of containers did not increase the sale a dol¬ 
lar's worth over what it would have been with a quarter of the 
number of different packages, while the expense was very materi- 
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ally increased. First of all, there had to be the tins in which the 
baking powder was packaged. The space required for storing 
these was twice what it might have been with a smaller variety 
of sizes. Labels had to be prepared for the different sizes of tins, 
which very greatly increased the cost of making the labels. 
Shipping cases had to be made to hold the different sizes. The 
bookkeeping was also considerably increased by the wide variety. 

On the other hand, a manufacturer who is too insistent upon 
making the consumer buy what the manufacturer thinks is 
economical will probably also be a loser. One tea packer insisted 
that a half pound was the minimum economical size for selling 
tea. This was so much that it tended to deteriorate on the 
pantry shelves of every small family which uses only a limited 
amount. Thomas Lipton began putting his tea in small-size 
tins and advertising them extensively. The older tea merchants 
criticized him on the score that the package cost as much as the 
tea which went into it. Nevertheless, giving customers tea in 
the quantities they felt they could best use soon helped to build 
up a business that left competitors far behind. The impression, 
however, should not be left that it was the size of the package 
alone which accounted fox Lipton’s success; a good product, 
packaged in a container that kept it good and provided a portion 
small enough so that it did not deteriorate before use, was the 
winning combination. 

Package Inserts. —One thing that should always be considered 
when a package is being designed is the advisability of using a 
package insert. This is a detail that is frequently overlooked. 
In many cases the label or package cannot carry the complete 
message that the manufacturer wishes to convey. The insert 
solves this problem and also offers many merchandising oppor¬ 
tunities. A careful study of the possibilities of package inserts 
has been made by a staff writer of Sales Management, The follow¬ 
ing discussion is adapted from an article printed in the February, 
1938, issue of that magazine. 

Package inserts are not treated by most companies as potent 
sales builders, a survey of several hundred advertised products 
indicates, but rather as something the shipping clerk sticks in to 
prevent breakage. 

Package inserts are a direct, essentially economical method of 
advertising. In every other medium there is a distribution cost 
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involved. Publications, radio stations, and all other media must 
include in their rates the cost of transporting the advertiser's 
message, but with package inserts the consumer pays all the 
freight. There is no waste—unless the goods do not sell, in which 
case the advertiser goes broke anyway. 

Though tens of millions of inserts are enclosed with packages 
each year, there seems to be a disconcerting lack of efficiency 
and effectiveness in the general use of this small but vital unit. 
They are not treated with the degree of creative planning which 
is applied to other forms of salcs-promotion material. Perhaps 
this is due to the fact that in the general routine the package 
insert becomes a packaging item, and, as such, remains more of 
an item for the production department than an active sales and 
promotion agent. 

What is a package insert, anyway? What is it, indeed, but an 
opportunity to address a message directly to an actual user of 
your product? And don't forget that you fought to win that 
user. In some way you convinced that person that your product 
was the right product for the purpovse. You must keep him or 
her sold on that idea, to offset the influence feeing brought to bear 
by your competitors with the same merchandising means you 
have employed. The package insert affords that opportunity. 

An Economical Medium.—In a package insert you have three¬ 
fold economy—economy in cost, economy in use, and the ultimate 
economy in distribution. Because of its size and the quantity to 
be used, the cost per unit is extremely low. In the matter of use 
—insertion in the package—that operation is not a costly one 
and, in many cases where the product is packed by automatic 
machinery, the insert can be designed to be inserted automati¬ 
cally. As regards distribution, the cost is nothing. The pack¬ 
age insert rides in the product package and adds nothing to the 
cost of transportation on that package. 

Positive delivery—no waste in circulation—is another impor¬ 
tant advantage to be considered. The insert is contained in 
the package and arrives with the package. It must be seen by 
a user of your product, as it must be removed—handled—before 
the product is used up. 

Another vital advantage in the package insert is that it is not 
fighting competitive interests. There are no interesting news 
items, no absorbing stories, no competitive advertisements 
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present when the package insert makes its bid for attention. It 
arrives opportunely when the only interest is the accurate and 
proper use of your product, at a moment when the paramount 
desire is to attain a certain perfection of accomplishment—be it 
making a tempting cake, the alleviation of pain, the acrpiirement 
of alluring daintiness, or any one of a multitude of everyday acts. 

Practical Suggestions for Various Uses. —The functions of (h(> 
package insert are legion. Here are some of them, the first of 
which apply to the product and its uses: 

1. Describing product ingredients; fostering consumer confidonce. 

2. Giving directions for the proper use of the product, by copy and iUiis- 
tratiuii; building good will and insuring satisfaction and continued patronage. 

3. Indicating other uses and recipes for the product, thus inciting greater 
use of the product. 

4. Offering to answer queries relating to some specific subject, such as 
IKTsonal toilet, etc. 

5. Inviting suggestions for improving product. 

6. Inviting suggestions as to new and additional uses of product, some¬ 
times offering a reward for the best suggestions. 

7. Supplementing instructions on package by reptMiting in different 
languages. 

8. Presenting scientific facts on subjects clos»‘)v allied to the use of the 
product, such as proper health practices, etc. 

9. Emphasizing special patented or unusual product features. 

10. Presenting the product guaranty; fostering consumer confidence. 

As a strictly advertising medium, the package insert is of great 
value for such purposes as the following: 

1. Introducing a new product—to a satisfied customer. 

2. Describing and illustrating other products, or the complete line. 

3. Quoting testimonials and inviting testimonial expressions. 

4. Announcing combination offers. 

5. Securing the names of other prospects by providing a form to fill out: 
*‘Free samples for your friends." 

6. Offering and explaining premiums, booklets, samples, etc. 

7. Calling attention to, and describing, radio program. 

8. Effecting an important tie-in with national advertising. 

9. Describing policies, operations, and other features of the company 
behind the product; a real public-relations job can be done here. 

10. Catering to child interest; some smart merchandisers present their 
package insert as an item that appeals to the universal trait of acquisition 
inherent in youngsters—the desire to collect and to trade. 

11. Building consumer mailing lists through enclosure of return post card. 
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12. BuildinR sales for tomorrow by including pictures, cutouts, small toys, 
etc., for children. 

13. Selling service contracts on mechanical appliances. 

Some Special Cases .—Persons with children are probably 
familiar with the unique sales builder used with Dixie ice-cream 
cups, which are distributed by a h'adiiiK ice-cream compaii}^ in 
most cities. The old Castoria slogan, ‘'Cliildn^ii Cry for It,’' is 
true when applied to I^ixie cui)s, which have picture's of movie' 
and sports stars on the inside of the' cove*r. Wheui the chilei e-ed- 
lects 16 of these picture's, by buying or swapping, he can go to a 
store and get a folde'r with sleits like cedn cards and an enlarge'el 
lithograph of his favemte star. When he has accumulated 12 
sets of each he gets a loose-leaf pentfolio in N\'hich to keep the' 
colle'ction. 

We cite the Dixie ca.se as a striking e^xainjile, not only bee‘ause‘ 
it is an outstandingly successful promotion sclu'ine', but be*cause‘ 
the ^‘inse'rt" itself is big-scale adve'rtising at practically no ceist. 
The ‘^inscTt" is a ])ar( of the package ilse^lf. 

The Knox Gelatine' Co., Tnc., has used ])ae‘kage inserts siiu’e* 
1893. The' current serie's offers a varie'ty of recipe's, lists seve'ral 
recipe books which use'rs may have fre'e*, shows the' house'wife' how’ 
to make the family like le'ftovers, gives ‘'inside facts" as to why 
Kne)X is bc'st, ete-. 

Churedi & Dwdght a good many years age) de'vise'd an inse'i l 
which will ne)l die, nor can the*y kill it. After packing “Use*ful 
Birds of America" cards with their baking se)da for some 30 
years, they added a pouring feature whie'h e'lirninate'd the ne)ssi- 
bility of ene'le)sing the card within the package. De'mand for 
the* cards persisted to such an extent that they are now^ distributed 
in response to requests and coupons from advertisements. 

Ge)udey Gum Company distributed more than 300,000,000 
e*ards with Indian, baseball, and aviation picture's. At first one 
picture was given by the dealer for every two wrappers turned 
in by children, but later one })icture was giv(*n out with each 
purchase. 

Design of the Insert.—The mere fact that the insert will be 
read by a friend—by one who aln'ady is a customer—shoidd not- 
make an advertiser careless in his presentation. The maximum 
success will attend this merchandising effort only if your package 
insert, by its attractive layout, colorful design, and faithful pro- 
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duction of product and story, is convincing; evidence that your 
product is the product that will give the best results. 

In planning and designing a package insert the same elements 
should be incorporated that go into your other advertising 
material to provide stopping power, retention of interest, and 
ronviiiciiig argument. Consider, if you will, how many inserts 
you have removed from packages containing j)roducts that 
enter into your everyday habits. How many have caught your 
attention, invited your interest, and influenced some degree of 
positive reaction? Immediately you will recognize the unfortu¬ 
nate sameness that prevails in most cases No atmosphere sug¬ 
gesting. “Tm new—I’ve got a new story for you to read.” 

In other words, ther(*’.s no “change of pace.” A pitcher uses 
change of pace to excellent advantage in our national game of 
baseball; an advertiser can use it ju.st as effectively in the prepara¬ 
tion of his package insert. As a matter of fact, he does it in all 
his other advertising. Who would think of using the same 
newspaper or magazine advertisement, the same poster design, 
the same direct-mail piece, month after month? Then why 
should the package insert continue in the same format, the same 
color treatment, month after month? 

Use color, and use it freely--color “stops ’em” in all other 
forms of advertising, and it’ll be just as effective in package 
inserts. Let a change of color b(‘ oik* means of attaining change 
of pace. r3esign your insert so that it will reflect the prestige 
and quality of your house and your product. Naturally, you re 
proud of your product—give some indication of that by the qual¬ 
ity of design and reproduction. Inserts of inferior or indifferent 
app(*arance not only fail to convey the proper tone of fitness and 
pr(*stige; they adversely affect the subconscious reactions of the 
recipient, leaving the way open for the persuasion of compe.dive 
advertising to undermine the product loyalty of your product 
user. 

Consider your package insert as a real sales builder, a true 
merchandising piece, a vital form of advertising. Give it the 
same creative thought and attention that goes into building your 
other advertising, and then watch it “go to town.” Redesign 
of packages has landed with both feet; redesign of package 
inserts is just as important, and long overdue. 



352 


Marketing Policies 


Bibliography 

Carson, Frank T.: "Packaging Materials," Govemmont Printing Office. 
Charlton, D. E.: "The Art of Packaging," Studio Publications. 
Converse, Paul D.: "Essentials of Distribution," Prentice-Hall, Inc. 
-: "Selling Policies," Prentice-Hall, Inc. 

P^R\NKEN, R. B., and C. B. Larrabee: “Packages That Sell,” Harper & 
Brothers. 

Larrabee, C. B.; "How to Package for Profit,” Harper & Brothers. 

Lewis, N.: "Samples, Demonstrations, and Packaging," The Ronald Press 
Company. 

Nash Ben: "Profitable Packaging," American Management Association, 
Cbnsumcr Marketing Series 10, 1932. 

Packaging Catalog. 

Weiss, E. B., F. C. Kendall, and C. B. Larrabee: "The Handbook of 
Advertising,” McGraw-HiU Book Company, Inc. 



CHAPTER XVII 


Sampling 


Sampling Lies between Advertising and Selling.—Thi’ old say¬ 
ing, Seeing is believing,” can easily be paraphrased A\hen it 
comes to selling almost any kind of merchandise*. Testing is 
satisfying; feeling and handling are assuring; smelling is ( onviiic- 
ing. All these apply to sampling. Whether it is something to 
eat or something to wear, the appearance, the feel, and the taste 
can be presented by a sample in a more convincing way than any 
descriptive words will equal. From the veiy nature of merchan¬ 
dise, there are many things that cannot be sampled. Either it 
is impossible to offer a small portion, or the cost is prohibitive, 
or the article so deteriorates during the course of waiting for 
demonstration that it would no longer be a true sample. 

No matter how convinced the Hoover Company might be that 
a sample of their cleaner placed in a home would be of vast benefit 
to them, they cannot afford to sample these relativjdy expensive 
appliances even to the largest users. Instead they must resort 
to the “free trial offer” which is the sampling substitute ol the 
manufacturer who finds it impractical to give his product away. 
The demonstration ride of your automobile di‘aler is merely a 
modified form of sampling. 

If the new Nylon hose could have been sampled, or the fabric 
examined, the marketing problem of the manufacturers of the 
yarn from which Nylon hose is made would have been much 
simplified. 

True sampling finds its greatest value in low-priced consump¬ 
tion articles which are purchased fn^quently by th(‘ consumer 
Foods, drugs, cleansing preparations, cosmetics, and pharma- 
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ceutical preparations form the great field which responds to 
sampling. They arc easy to transport in large quantities; they 
usually permit the creation of a miniature-sized package that 
will convey to the consumer the characteristics of the standard 
package, and do so at a low cost; they are in more or less constant 
use in most homes, so that the sample will be used soon after it 
has been received; goods so presented are easily available at retail 
stores so that purchase after trial is no problem; and most of the 
individual articles have some distinctive characteristics or qual¬ 
ities difficult to convey in the usual forms of advertising. All 
this demonstrates that sampling lies between advertising and 
selling and may be used with either or both. Certain types of 
sampling are closely related to premiums, which are discussed in 
another chapter. 

Sampling a New Product. —In securing initial distribution of 
articles that qualify under the specifications mentioned, sampling 
plays an important part, which is illustrated by the brushless 
shaving cream. Not so many years ago it was wholly unknown 
in this country. The long-accepted shaving brush, with its 
accompanying soap in some form, presented no easy barrier to 
overcome. Barbasol was the first of the brushless shaving prepa¬ 
rations to enter the field. 

Had unlimited capital been available to carry on a widespread, 
forceful advertising campaign of education in this new and (‘asier 
method of shaving, the initial efforts might have been (‘xclusively 
along these lines. But, as in most infant industries, funds were 
relatively scarce, and it was decided to make sampling the major 
introductory force. During the first three or four years, markets 
were developed city by city. 

Since Barbasol was relatively expensive compared to the long- 
accepted shaving soaps on the market, and because it was an 
entirely new technic in shaving, the most accessible market was 
among men who had sufficient income to be able to afford its 
purchase and were alert enough to new things to be interested 
in giving it a trial. This market was found, and is today, among 
the class A and B homes of the markets entered. Many methods 
of sampling were employed from time to time, each of which will 
be described later. 

While Barbasol has since acquired national distribution and is 
now one of the large advertisers of the country, using radio, news- 
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papers, and magazines, it has never abandoned sampling. While 
it no longer depends upon sampling as the major force in securing 
new distribution, a fair proportion of the annual advertising 
appropriation is set aside each year for this important activity. 
In 1935, about 15 per cent of the total was devoted to sampling, 
although the percentage in the two years previous was consider¬ 
ably smaller. 

Razor blades have been successfully sampled, although several 
samples have been sent out that were so defective that they dis¬ 
couraged any possibility of putting a blade on the market witli 
the same name or even by the same manufacturer. It should be 
remembered that sampling works both ways. If the sample is 
not satisfactory and convincing, it will alienate the prospect so 
definitely that it is very difficult ever to wdn him back. This is 
true to a much greater extent than in offending by advertising. 
An offensive adv(‘rtisenu*nt may be forgiven and forgotten pro¬ 
vided the offense is not repeated, but a sample that is unsatis¬ 
factory wdll long remain in the mind of the user, particularly 
when its trial resulted in inconvenience. 

New products, if too strikingly different from those which 
have been used, cannot be .successfully sampled. For example, 
w^hen Procter & Gamble brought out Oisco, they did not take 
any chances with sampling and trusting that the sample would 
be used. They relied on demonstrations, which were under the 
control of the manufacturer. It would seem that Barbasol is 
about the limit of wdiat can be expected of sampling in the adop¬ 
tion of a new' product. Gillette did not try to sample his razor, 
although that might hav(* been po.ssible. 

New' methods of buying as w^ell as new products may be induced 
by sampling, such as buying shirts and other articles of clothing 
from fabric samples or sw at dies. These almost alw'ays get atten¬ 
tion. They represent the fabric’s texture and appearance, one 
of which is impossibh* to present through the n'gular advertising 
media and the othcT extremely difficult. 

Sampling for Established Products. —The Barbasol campaign 
is an exc(‘llent exam]ile of the use of sampling to introduce a new 
product, but the idea .should not be gained that sampling has its 
greatest use for this purpose. Many of the oldest manufacturers 
in the country, w'hose products arc household words and who 
spend millions of dollars annually in other forms of advertising, 



356 


Marketing Policies 


continue year after year to appropriate a definite percentage of 
their advertising budgets to this purpose. Procter and Gamble, 
the largest manufacturers of soaps in the country, and General 
Foods, the great holding company of the food industry, are con¬ 
sistent users of sampling of their many products. In such cases 
sampling is not used to open new markets but to bolster terri¬ 
tories where sales are below expectations. When analysis of 
records seems to indicate a declining trend in sales, or market 
surveys disclose unusual gains on the part of a competitor, the 
districts in which this occurs are scheduled for a sampling cam¬ 
paign during the course of the year. 

As well known as Beech-Nut bacon is, the manufacturer found 
that a sampling campaign, in which dealers cooperated by supply¬ 
ing lists of names of customers who might be good prospects, 
was a profitable venture. Instead of sending the sample packages 
to the grocers for them to hand out as they saw fit, the list of 
prospects was secured and to each a letter was sent stating: 

We wish to make doubly sure that you have actually tried it at your 
own table. Once you have done so we think you too will say, as thou¬ 
sands of others have said, “there really is no bacon quite so good as 
Beech-Nut.“ 

And so we have arranged for you to secure a family serving, simply 
by presenting the enclosed card to your dealer. We believe that, after 
all, taste itself is the best test. And this opportunity to try Beech-Nut 
Bacon is without cost to yourself, and without obligation to your dealer 
or to uS. 

We are confident you’ll find our bacon a savory and appetizing dish, 
whether served by itself, in combination wdth other foods, or as a garnish. 
It actually has a flavor that is quite distinctly Beech-Nut. This comes 
first from the special care used in selecting our bacon stocks, and also 
from our own special curing and smoking process. 

Thrifty housewives say there is less waste with Beech-Nut than with 
any other kind. It loses less in the broiling, its savory thin strips keep 
their size and shape, and it^s all edible bacon—to the very last bit on 
the platter. 

We shall be pleased to have you use the enclosed card as we have 
indicated. Try Beech-Nut for yourself and see how good it really is. 

Kellogg, Colgate-Palmolive-Pcet, Borden, National Biscuit, and 
the Northwest Yeast Company are other well-known firms 
which lean heavily on sampling. 
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What Is Sampled Most? —The most active users of samples 
are in the breakfast-food or cereal field, where practically every 
manufacturer engages in sampling to a greater or less degree. 
The greatest user of samples in this field is Kellogg, who each year 
samples each important area with two, and sometimes as many as 
four, of his products. The products being most actively pushed 
are corn flakes. Rice Krispies, and bran. 

Second in importance and size is Ralston-Purina, who intro¬ 
duced their new product—Shredded Ralston—via the sampling 
method. Other users who depend largely on sampling for sales 
increases are Wheatena, Maltex, and Post-0, the last a product 
of General Foods. In addition, there are: Force, Rippled Wheat, 
White House, Wheat-Ota, Post's Whole Bran, Heinz Rice Flakes, 
and Post Toasties, all of which have been liberally sampled over 
a period of many years. Most of the cereal manufacturers have 
sampled by the strictly hand-in method and in this work special 
uniforms are used and men are equipped with clean white 
gloves. 

Third in importance are cough-drop manufacturers. Leading 
this group is Vick, who has been the largest sampler and for a 
number of years has used upward of 10 million annually. Next 
in line are F & F, and then follow Listerine, Smith Brothers, 
Hospital Brand, etc., all of wrhich liberally and consistently use 
sampling. 

The next classification is about evenly divided between shaving 
creams and the headache remedies. The largest user of samples, 
and perhaps one of the outstanding examples of how a business 
can grow as a result of sampling, is Burma-Shave, which relies 
entirely on sampling and road signs with doggerel copy for its 
introductory and sales-promotional efforts. Others that have 
used samples are Mennen’s, Colgate, and Ingram, the last a piod- 
uct of Bristol-Myers. 

Manufacturers of dentifrices have been liberal users of sam¬ 
ples in the past, but, since the development of the 10-ccnt package 
and the sale in syndicate stores and drugs! ores of that small unit, 
have dropped away from sampling in favor of small-packagc 
retail sales. 

In the headache-remedy field the most striking example of a 
business built on sampling is B.C. headache powders, which are 
now an outstanding factor in that field. The introductory efforts 
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of B.C. have been confined to a sampling campaign plus a coin¬ 
cidental sales drive in each city they enter. The salesman from 
district headquarters is sent out into a town or an area and 
makes one sale’s coverage of all retail outlets and jol)l)ers prior to 
the sample distribution. He stays in town during the tiiiu' sam¬ 
pling is conducted, and then makes one additional cov(‘rag(' of llu' 
outlets in that area—the entire operation in the an^a taking not 
over 2 or 3 weeks’ time. At the end of this period, (listrihulion 
is placed in the hands of jobbcTs without any saU*.s ret)r (‘S('nt at ion. 
The maximum manufacturing capacity of this company is in 
operation, and th(‘ comi)any is usually from 2 to 4 w(‘(*ks ])eliind 
in production. 

Among th(^ cathartics that are continually sampling (‘ith(‘r by 
mail or by carriers an^ Ex-Lax ami Cascart'ts, both of which, in 
their initial stages, were large users of house-to-house sample's 
running into the tens of millions. In th(‘ antacid fie'ld are Tunis 
and Jests, which have both used samples widely. 

Size of the Sample. —How large should a samj)l(‘ be? This is 
a much-discussed question and one difficult to answer. The* 
H. (). Company of Buffalo, manufacturers of breakfast foods, 
recently levived a cereal known as Force'. I( entere'el a fie'ld in 
which a competitor with a product almost ideaitical, Whe'aties, 
was well establishe'd. Naturally, sampling ])layed an important 
part in the intreieluedion, anel the' ejue'stion eif the' size of the samjde* 
was unde*r disemssion. The maiuifae turer, with an ey(‘ teiwarel 
costs, argued in favor of a small pae-kagc' that would coniain oik' 
large individual portiem of Force. The advertising agency h'lt 
that enough for a family serving should be given. The'ir argu¬ 
ment was that, in serving the entire' family at e)ne time, discii.ssiein 
of the merits of the new product may be aroiise'd, whe'ie'as the' 
single portion may fail to arouse much intc'rest. No rule's e-an be 
laid down as to the proper size of a sample, but it must be given 
careful e'onside'ration, as an inadequate sample is of little* value 
while too generous a distribution may arouse the ill feelings of 
local retailers. 

Hills Brothers, manufacturers of a high-grade coffee, who in 
many years of carefully planned effort have not yet acquired 
national distribution, believe that the merits of their coffee can 
be appreciated only after several trials. It is thought that, 
after using almost any blend of coffee for a week, those who have 
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been using the same grade would accept the new blend. When 
Hills Brothers open a new market they distribute a full half 
pound of coffee to every A and B home in the area and at the 
same time carry on an intensive local advertising campaign. 
Such a campaign can be carried out only by well-finan(*ed com¬ 
panies^ and it has been said that, in gelling established in Chi¬ 
cago, this company invested almost a million dollars in one mar¬ 
ket. New York, originally scheduled for 1930, was held off 
because of current conditions and has not yet been intensively 
cultivated. 

Sampling tea also seems to be extremely difficult. There are 
at least four distinctive tea flavors, and it is to be expected (hat 
])eople who use any one of these will continue. They may like 
India tea and be open to a trial of different brands only of that 
particular flavor. To induce one who has been accustomed to 
drink India tt\a to try China green or Japan tea would be too 
difficult to accomplish by sampling alon(\ 

Hills Brothers’ standard of at least one-half pound for a sample 
is generally ac(‘epted. In the case of lea, unless one-quarter to 
one-half pound can be offered for trial, a sampling is of no use. 
By most advertiser’s this is regarded as loo expensive—especially 
for tea. It also takes too long in their opinion to get returns on 
the sampling investment. They have, therefore, disregarded 
sampling in favor of cash value coupons redeemable at neighbor¬ 
ing stor(‘s. 

An outstanding example of the ('ffectiveness of this is the 
standing in eastern areas of Seeman Bros. White Rose tea. This 
organization has, for 10 consecutive years, distributed from 2C 
to 3*2 million coupons per year, varying in value from 8 to 10 
cents each. In the metroi)olilan New York market Seeman 
Bros. White Rose outsells any other t(‘a and is close to out¬ 
selling its two nearest competitors combined. 

Another us('r of c()ui)ons in the tea field is Lipton’s, who 
nationally stands first as the volume seller. The firm has for 
some years distributed several million coupons eatdi year, particu¬ 
larly in areas where their sales were not up to average or where 
they felt an additional push was needed in order to bring them 
up to par. Similarly, Tetley’s tea has been an occasional user 
of this method, putting out as much as 1^-2 million coupons for 
a single campaign. 
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With coffee the plan is the same. Beech-Nut and Chase and 
Sanborn have in the past 2 years distributed approximately 3}^ 
to 4 million coupons. These have ranged in price from 5 to 10 
cents. It is definitely noted that the return from the 5-cent 
coupon is usually about 40 per cent of that on the 10-cent 
coupon. 

Though no hand-in deliveries have been distributed for both 
tea and coffee coupons, the big majority of the coupons are dis¬ 
tributed cither on a straight delivery under the door or through 
the letter slot or by a secondary method of discretionary leave. 
By ^'discretionary leaveis meant all the motions of a hand-in 
delivery are made, but if no one is at home a circular is put under 
the door or through the letter slot. 

Most coffee and tea advertisers have discarded the older 
method of distributing a circular or booklet with their coupon in 
favor of a strip coupon which combines both the advertising and 
the coupon; this is because of its economy in production and the 
fact that by laying it out in this way the eye is more forcefully 
directed to the coupon. 

In general, if a product is for family use, particularly for a food, 
then the sample should be enough for the family. With pharma¬ 
ceuticals, enough should be supplied to treat an ordinary attack, 
or perhaps two or three. 

Demonstrating. —Where the seller keeps merchandise in his 
owm possession and shows how best to use it or the various appli¬ 
cations that may be made of it, he demonstrates. For example, 
when an enterprising young man polishes up a fender of your 
automobile hoping to sell you a package of polish, he makes a 
demonstration. This is to be contrasted with giving you a small 
package to take with you and try out in your own way or to dis¬ 
card it as you see fit. 

The Carnation Milk Company, originators of the famous Con¬ 
tented Cow, some years ago felt that the sale of their main 
product, evaporated milk, could be greatly increased if more 
housewives could be persuaded to give it a thorough trial. Expe¬ 
rience has indicated, however, that the usual sample, even a 
regular full-sized can, was not sufficient in quantity to create the 
interest desired. At least six cans seemed to be the minimum 
quantity that, placed in the housewives’ hands, resulted in 
reorders. 
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To sample six full-sized cans of evaporated milk by the usual 
house-to-house method, while costly, was not an impossible pro¬ 
motional activity from an expense standpoint, but placing this 
amount of merchandise in a neighborhood would deprive local 
dealers of considerable revenue and create an unfriendly feeling 
toward the manufacturer. Moreover, the housewife required 
more than the physical delivery of the six cans of milk. She 
needed some very definite education on evaporated milk and its 
uses and advantages. 

To meet these conditions, a group of intelligent young ladies, 
all of whom had been educated in domestic-science work, was 
employed to call on every home in selected areas. These women 
went into homes and wherever possible told the Carnation story 
in the most interesting manner possible. Since they were trained 
in domestic science they could discuss intelligently the problems 
of the housewife. Some of them would devote time enough 
actually to bake a cake if sufficient interest was shown. Before 
they left, they collected money for the delivery of six cans of 
Carnation milk, the order being turned over to the grocer with 
whom the housewife usually traded. 

In this manner the story was told, the samples were placed in 
the house, and the dealer was pleased with his orders. Naturally, 
intensive work of this character cannot be done in all markets, 
but it was found sufficiently profitable to carry on in a number of 
large cities which should have been good markets but, for various 
reasons, were not. 

The usual demonstration is frequently encountered in retail 
stores.^ A trained demonstrator stations herself behind an 
attractively arranged table or counter and gives a lecture on her 
product, passing out samples to store customers whose curiosity 
has been aroused. Usually this form of sampling is reserved tor 
products that are too expensive to sample in large quantities, or 
for those that require some particular demonstration. 

The whole theory of cooking schools is to demonstrate prod¬ 
ucts. Where the processes of use are a little too difficult for a 
consumer to discover for herself, a demonstration provides suf¬ 
ficient information to convince a woman that she can do the same 
thing. If she fails the first time, she probably will be willing to 
accept responsibility for failure and will try again; while if it 

' A dealer demonstration for Dr&no is described in Chap. XIX. 
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were merely a matter of making uge of a sample and the result 
was unsatisfactory, there would be slight incentive to buy a 
supply for further trial. 

The popular county fairs of the country were built up largely 
by the demonstrations staged as part of the attraction. Gang 
plows, potato diggers, hay loaders, and many other farm machines 
were introduced by demonstrations, at least part of which were 
at the county fairs. So popular and effective is this method that 
the Ford Motor Company used it in demonstrating their farm 
tractors at the World^s Fair in New York. 

Different Ways of Sampling. —One of the chief difficulties 
with sampling is the cost of distributing the sample. This 
particularly applies to new products which are being introduced. 
Usually the amount of money required to provide samples can 
be arranged without overspending. But if the sample has to be 
advertised or if there is a considerable charge for delivering it, 
both in addition to preparing the sample, the expense becomes 
unprofitably high. Occasionally sampling can be done without 
sustaining advertising, but not alwa 3 ^s. It may cost about as 
much to advertise and distribute a sample as the product. 
Ingenuity frequently invents new and different ways which arc 
original and effective. 

An example of this is an invention of Richard Webster for the 
Nassau bed blankets. He felt that, if he could get his products 
into women’s hands so that they could actually feel the soft 
texture and the light weight of the material, selling would be 
much easier. To cut up new material into swatches large 
enough to show the pattern, and then secure lists and finally pay 
the postage charge, would make the exptaise too great. So 
instead of giving away swatches, a large number were made up 
for dolls’ beds. 

These were advertised as the same material as the well- 
publicized blankets and were sent postpaid for 25 cents. It was 
believed that each sample sent out would re^ach from three to 
four families, as children circulate about the neighborhood. In 
addition an attractive folder was sent with each doll’s blanket, 
illustrating different colors and patterns of the large blankets. 

Following are ten recognized plans for distributing samples: 

1. Distributing samples direct to the consumer either by the house-to- 
house or the mail method. 
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2. Distributing and demonstrating samples in or through retail stores. 

3., Using coupons in magazines, newspapers, or direct-mail advertising 
or distributing them house to house. Coupons are good for a sample or 
part payment at the dealer’s store if turned in by the recipient. 

4. Distributing samples, through crews, on street comers, crews usually 
being attired in some distinctive uniform. 

5. Offering a sample of one product free or at a reduced price, if some 
other product of the manufacturer is purchased at the same time; the “you 
buy this; you get this free,” idea. 

6. Sampling in crowds, at ball games, schools and colleges, theaters, etc. 

7. Distributing and demonstrating samples at food shows, fairs, exhibi¬ 
tions, and through churches and other organizations. 

8. Getting together a number of samples in one box and offering them 
at an attractive price. 

9. Selling miniature packages through limited-price stores. 

10. Miscellaneous methods and schemes. 

The more important of these will be given further considera¬ 
tion in the following paragraphs. 

The Advertising-coupon Method. —^Look through any maga¬ 
zine, particularly one in the women's field, and you will find 
dozens of advertisements with a coupon, usually in the lower 
right-hand corner, offering a sample of the product featured. 
Sometimes this is offered free, sometimes at i\ small price. Such 
samples must, of course, be mailed to the individual returning the 
coupon. The advantages of this method of distributing samples 
lie in the fact that the manufacturer believes he is placing his 
sample in the hands of someone who is actively interested. 

If there is to be no rt^mitlance with the coupon th(* space used 
for the announcement is usually small. With a charge the space 
increases, according to the amount. About 50 cents has been 
the maximum that could be expected to bring any returns. One 
idea of making a charge for the booklet, sample, or whatever was 
sent w^as to avoid mailing out expensive material to triflers, such 
as school children, w^ho sometimes stage contests to see who can 
get the most 'Tree samples.” This method of sampling was 
formerly much more successful than it is now, especially since 
the bids for answers on the radio have become so numerous and 
so insistent. 

The cost of coupon returns from publications is too high to be 
practical, ranging from a few cents to dollars for each. In ship¬ 
ping, a carton or other container sufficiently strong to withstand 
the abuse of the mails is required; the postage is considerable. 
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Moreover, it fails to reach any large number of users. Sampling 
to be truly effective must be done in large volume, and the returns 
from coupons are negligible. As a matter of fact, the coupon 
return has come to be regarded more as a measure of the reader 
interest and effectiveness of the advertising than as a majorrneans 
of distributing samples. 

The Mailed Sample. —There are two fundamental objections to 
the general use of mailing as a means of distributing samples. 
First, a satisfactory mailing list must be secured, a problem that 
is always difficult and costly, and, second, the expense of packag¬ 
ing the product and paying the postage is great. Government 
mailing restrictions arc severe and all general mailings must qual¬ 
ify under the postal regulations, which are especially restricted 
in the case of liquids. Fabric samples and other flexible materials 
that are adaptable to flat mailing in envelopes find this method 
their best, but few manufacturers of foods or drugs can afford 
the expense involved. 

Recent postal regulations have been put into effect that permit 
the mail carriers to deliver a sample or a letter to every regular 
resident on his route without the formality of a name on the pack¬ 
age. Local postmasters will provide the manufacturer with a 
list of their postal delivery routes, showing the number of homes 
on each, and samples or letters may be distributed to as many 
as may be desired by the payment of the necessary postage in 
bulk. This may be done either in cities or in places covered by 
the rural free delivery and is a real saving to the manufacturer 
in comparison to buying a mailing list and typing the required 
names and addresses on the packages or letters. 

The House-to-house Sample.—By far the greatest majority 
of samples are delivered by crews working house to house in 
selected areas designated by the manufacturer as suitable for his 
purpose. Throughout the country there are organizations which 
make the distribution of samples their business, and there is 
hardly a section of the country not covered by some organization. 

The major difficulty in house-to-house delivery has been the' 
danger of dishonest representatives not covering the specified 
territory with the thoroughness agreed upon. Millions of sam¬ 
ples have been dumped in out-of-the-way corners by lazy and 
poorly supervised distributors, but such conditions are disappear¬ 
ing as reputable businessmen have entered this field. 
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The leading firm in this work is the Advertising Distributors 
of America, which maintains a nation-wide organization which 
describes its services as follows: 

Front-door Service .—Distributor places advertising matter high in the 
jamb of door, behind mailbox or between knob and jamb of door—all to 
be properly folded and fastened. 

Ring, Wait and Leave Service .—Distributor rings doorbell and hands 
to adult, accompanied by a few remarks in favor of sample. Where 
no one answers doorbell, sample is left in safe place—in milk box, food 
box, or behind door. 

Ring and Wait Service .—Distributor rings doorbell and hands to an 
adult, accompanied by a few remarks in favor of sample. Where no one 
answers bell, no sample is left, but instead an advertising folder or 
booklet is placed under door. 

In estimating number of samples necessary on a strictly ring and 
wait service, the territory to be covered and season of year must be 
taken into consideration. For instance, in Ohio during the month of 
August an 85 per cent response may be counted upon, while in November 
the responses will be reduced to 70%. 

The cost of a national service is estimated as follows 


Cities and towns 
Number of homes covered 

Additional coverage, including certain rural 
sections, brings the total coverage up to 20 
million homes. 

Cost of coverage, ordinary weight matter, front¬ 
door service 

Cost of coverage with samples (3 ounces or less) 
ring, wait, and leave sample service 
Number of samples required on ring and wait 
service in above cities and towms 
C^ost of coverage ring and wait service 


(Approximately) 5,000 
15,600,000 


S86,000 

$161,535 

11,809,075 

$199,852 


The cost of ring, wait, and leave service and ring and wait service, is 
based on samples weighing three ounces or less each. Where samples 
are heavier than this, special prices will be quoted on application. 
Because of nonresponse, on ring and wait service, a lesser quantity is 
required than in the other types of service. 

Also, the two great communication companies. Postal and 
Western Union Telegraph, have added sample distribution to 
their other functions and are prepared to do house-to-house or 
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Table 16 —Cost of National Sampling as Given by Advertising 
Distributors of America 


State 

Number of 
pieces required 

Cost of 
front door 

service 

Numbc 
of towi: 

.Alabama 

141 450 

% 637 

26 

Arizona 

29 750 

145 

11 

Arkansas 

58 300 

258 

19 

California 

1 111 025 

13 200 

292 

Colorado 

108 800 

1 420 

16 

Connecticut 

JOO 355 

1 989 

133 

Delaware 

37 500 

158 

12 

District of Columbia 

100 000 

400 

1 

Florida 

158 200 

831 

35 

Georgia 

102 500 

898 

57 

Idaho 

21 750 

130 

17 

Illinois 

1 346 600 

6 4( 1 

286 

Indiana 

450 025 

2 229 

183 

Iowa 

213 805 

1 128 

118 

Kansas 

193 700 

1 0( 5 

165 

Kentucky 

161 600 

786 

51 

Louisiana 

151 000 

f44 

11 

Massachusetts 

883 950 

5 >00 

236 

Maryland 

184 150 

812 

26 

Maine 

111 i25 

608 

93 

Michigan 

711 660 

1 008 

143 

Mmnesota 

237 000 

1 078 

42 

Mississippi 

57 700 

281 

16 

Missouri 

486 050 

2 281 

122 

Montana 

1 22 750 

103 

5 

Nebraska 

1 99 400 

438 

29 

Nevada 

7 250 

38 

4 

New Hampshirt 

08 075 

(72 

160 

New Jersey 

829 341 

4 710 

143 

New Mexico 

21 575 

143 

17 

New York 

2 628 027 

11 112 

370 

North Carolina 

157 8)0 

097 

50 

North Dakota I 

1 18 250 

102 

7 

Ohio 

1 021 475 

4 692 

372 

Oklahoma 

167 150 

866 

112 

Oregon 

122 375 1 

638 

40 

Pennsylvania 

1 168 575 

5 381 

143 

Rhode Island 

156 160 

610 

38 

South Carohna 

64 150 

344 

2 ) 

South Dakota 

44 350 

269 

71 

Tennessee 

178 200 

771 

38 

Texas I 

471 125 

2 356 

181 

Utah 

54 250 

257 

25 

Virginia 

139 250 

611 

23 

Vermont 

68 375 

493 

200 

Washington 

108 900 

1 035 

40 

Wisconsin 

296 850 

1 292 

102 

West Virginia 

72 450 

313 

22 

Wyoming 

15 500 

06 

10 

TOTAL 

15 634 056 

~$86~387~ 

4 7T7 


RinR Wait and Leave Service is approximately 2 2 times the cost of I<ront door Service 
Ring and Wait Service is approximately 2 5 times the Ring Wait and Leave Service but 
the number of samples is slightly over 70% as many 
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office-io-office distribution of all kinds in every urban section of 
the country. 

The Pass-out Sample. —Some manufacturers have products of 
such widespread use that practically every individual is a poten¬ 
tial customer. In this group fall the candy and chewing-gum 
manufacturers. Here there is no need for selective sampling 
that will reach only a desired part of the market, for everyone is 
a prospect. Such manufacturers frequently station their sample 
distributors at busy spots which command a large traffic and pass 
oul samples to all. Usually attractive young women in uniforms 
are emjdoyed at this work, as an added incentive to halt the 
traffic long enough to get a sample into the hands of the public. 
So few products are ada])table to this form of sampling that its 
use is not vvid(‘spread. 

Certain kinds of public events attract audiences that are good 
prospects foi some manufacturers. Going back (c Barbasol in 
its early days, it was found that the attendance at college football 
games liroiight togeth(*r a perfect group for sampling purposes, 
and for si'vi'ral years samples were passed out at such events. 
Baseball games were frequently used by those desiring to reach 
a typically male audience. Such events offer an opportunity to 
pass out a considerable quantity of merchandise at low cost. 

Beech-Nut Cli(‘wing Gum and Life Savers are among those 
who have used this method extensively. The former commonly 
employ girls who are smartly uniformed and stand at busy 
coriKU’s to pass out their offerings. Life Savers have a specially 
constructed w iigon w hich resembles a huge package of Life Savers. 
This is driven to a place near a school, and w'hen pupils are dis¬ 
missed they congrc'gate around the free dispensary. 

Sometimes this type of sampling is varied by handing out 
coupons which can be redeemed at near-by stores. Coca-Cola 
has used this plan extensively. It is better adapted to college 
towns, where more highly specialized groups are met, than in 
cities, w’here the crowed is of a heterogeneous nature. 

Samples at Woolworth’s. —Selling small-sized packages 
through the 5-and-lO-cent stores has come to be standard prac¬ 
tice for such items as tooth paste and cosmetics. The reasons 
for this are by no means obscure. The variety stores, especially 
those operating on a restricted-price policy, will furnish their 
customers with these items within their price range. If manu- 
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facturcrs of standard products refuse to supply these goods 
packaged to satisfy the ‘‘five-and-ten” trade, buyers will go to a 
manufacturing chemist and have a similar article packed under 
the store's name. Usually this will be of a lower quality than 
the item for which it is substituted. If there were no other 
reasons for this, limited output would force a higher price or 
lower quality. 

An association of druggists engaged the authors to prepare a 
brief to submit to some of the leading manufacturers of cos¬ 
metics who had refused to supply small packages for syndicate 
stores. 

The druggists urged these manufacturers to put out the small¬ 
sized packages to act as samples. Druggists did not want to 
stock them, but urged that most women who started with a small 
size would soon see the economy of buying a standard package 
and come to them for it. If samples were not made available, 
they argued that thousands of women would continue to buy a( 
the “five and ten.” Anyone who has studied sales in stores of 
limited service must have observed that women select adver¬ 
tised merchandise in preference to the unknown. This is in 
accord with a law of i)sychology, according to which the known 
is preferred to the unknown. The comparative smaller size of 
the advertised biand may not be a serious disadvantage. It is 
assumed that the quality must be higher since the quantity 
is less. 

It is related that the Wool worth buyers had much difficulty 
in persuading one of the leading toothpaste manufacturers to 
sell them a size that could be retailed for 10 cents. The objection 
was that the small size was uneconomical and might discourage 
buying when it was realized how frequently the tube must be 
repurchased. Also the manufacturer made no money at all on 
samples sold for 10 cents and if any considerable part of the 
output were to be sold at that price, the firm's profits might be 
curtailed. 

The buyer pointed out that sampling was a necessary part of 
the sales promotion; that in selling samples through publication 
advertising, the manufacturer was spending more money for the 
advertising than he received for his sample and in addition gave 
away the tube. If sold to Woolworth, there would be a clear 
profit on each sale, the tube bought for 10 cents would also be 
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treated as a sample; and finally if the number of small tubes 
distributed were greatly increased, manufacturing costs would be 
lowered. That logic prevailed and an immense amount of 
toothpaste is now sold in tubes that retail for a dime. 

Miscellaneous Methods .—Ingenious and unusual methods of 
sampling have already been mentioned. Also, a number of 
specialty methods have come into existence in the past few years, 
some of which seem to have advantages worthy of attention. 
One instance is the distribution of samples through theaters. 
Several organizations tried to operate through neighborhood 
moving picture theaters in large cities and through all theaters 
in small cities. The general plan was to distribute a package 
containing the samples of eight to ten different manufacturers to 
every woman in the audience on certain days or nights adver¬ 
tised in advance in the theater. 

These samples were an attractive value to the women receiving 
them and the theater benefited through increased patronage at 
the time of the distribution. Usually the manufacturers par¬ 
ticipating were permitted a brief advertising statement on the 
theater screen in addition to space for lobby displays, etc. By 
grouping the products of a number of manufacturers into one 
combination the cost of delivery was lowered, and it was possible 
to get a good representative coverage of the smaller markets in 
this manner at a cost lower than through any of the usual house- 
to-house channels. With the elimination of advertising from the 
curtain, the plan lost some of its attraction. It did not seem to 
succeed as well as hoped for. 

Chain stores sometimes make use of combinations of manu¬ 
facturers' samples to make up an attractive gift package to their 
customers. Walgrcen's drugstores, once or tvicc a year, give 
away to every customer spending the required amount of money 
for regular merchandise—usually $1—a gift bag containing as 
many as 20 different kinds of merchandise. These also contain 
regular merchandise that may represent an overstock or discon¬ 
tinued items, and a few have special-price items of real value. 
Thus the stores are able to advertise the value of these gift pack¬ 
ages as having contents worth up to $10. Such offers result in 
increased store sales and offer any manufacturer interested a 
chance to get his samples distributed to the regular store cus¬ 
tomers. But this also has passed the crest of popularity. 
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At least one organization now operating in the country makes 
a practice of collecting the samples of ten to a dozen manufac¬ 
turers, placing them in an attractive carton, and selling the con¬ 
tents to the housewife for a small sum. The manufacturer in 
such cases pays no distribution cost and merely delivers his sam¬ 
ples to the agent who is making up the package. While this is 
attractive from the cost standpoint, the limitation lies in the 
restricted distribution resulting. 

Sampling through dealers has already been referred to in con¬ 
nection with Beech-Nut bacon. In that case dealers supplied 
lists of names to whom letters were sent. Each recipient could 
receive a generous sample of bacon by presenting the letter to 
his dealer. If the sample is of some value, this method is 
better than sending the merchandise direct to the dealer for him 
to distribute indiscriminately. However, the present vogue 
for coupons, whether mailed or delivered by messenger, seems 
preferable. The coupon tends to get the recipient into the 
store where it is redeemed, and dealers like that. Further, 
it helps to make a sale, rather than merely passing out a small 
present. 

Giving away an article with the vsale of a related product 
has many advantages. A bottle of after-shave lotion was 
given with a tube of Williams shaving cream to get it intro¬ 
duced. More recently the Schick razor has been sold at a 
heavy discount with a tube of shaving cream, another happy 
combination 

For sheer ingenuity a job of sampling which J. Tillou Sattels 
did for Bubble Bubble gum has few equals. First he made an 
exhibit of the raw materials for gum at a dentists’ convention. 
This was cordially received. Then he sent a box of Bubble 
Bubble gum to each dentist over a large territory by a Western 
Union messenger The ostensible purpose was for the dentist 
to have a little present for each of his juvenile patients, who need 
every encouragement to visit a dentist The effect on mothers 
was that the dentist seemed to be recommending Bubble Bubble 
gum. 

Summary of Sampling Activities. —Coupon campaigns arc now 
usually made a focal point or fulcrum for a sales campaign which 
precedes, parallels, and follows coupon distribution. Buring the 
first call, the merchants are all stocked with maximum quantities 
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in anticipation of the coupon redemption. During the coupon 
distribution, a second call is made, at which time any merchants 
who were hesitant or who procrastinated are stocked. The third 
call is made for the purpose of redeeming coupons by paying the 
merchants or appearing to pay them in cash, yet actually restock¬ 
ing them with merchandise in larger amounts than the value of 
the coupons redeemed. 

Sampling campaigns as a general rule should not be con¬ 
ducted more frequently than 18 months apart in any area. 
However, in the cereal field this does not apply, because cereals 
divide themselves into two broad classifications, cooked and 
uncooked. Cooked cereals have their greatest appeal in cold- 
weather months; uncooked cereals, though sold the year round, 
have their greatest sales in the summer months, when people lean 
more to nonheat producing cereals. Cereals Can be sampled as 
often as once a year, taking advantage of the seasons when the 
greatest sale of the particular type of cereal is possible. 

The volume chain stores are heavy users of house-to-house 
distribution. Among them are Sears Roebuck, who prepare 
weekly broadsides ranging in size from four-page tabloids to 
12-page standard newspapers, which are distributed to blanket 
entire shopping areas around each store. Being neighborhood 
stores, it is impossible for them to take advantage to any great 
extent of newspaper advertising and accordingly they have for 
many years spent the major part of their advertising appropria¬ 
tion in circulars. Other users of circulars in the chain-store field 
are Liggett^s, who distribute each year between 18 and 20 million, 
United-Whelan, who distribute 10 to 12 million, and A & P, 
who distribute more than 20 million. 

In the candy field, Peter Paul, Inc., is one of the largest users, 
with a distribution recently of approximately a half-million 
coupons on which a redemption of 8 per cent plus was reported. 
This was an unsupported effort, no other advertising being used, 
except subway cards, which is part of their deal with the Collier 
organization, who control the newsstand sale of low-priced 
candies in the subways and elevated stations. 

The Coca-Cola Company is currently using a coupon which 
gives the recipient six bottles free by pa 5 ring a deposit on the 
bottles only. A tremendous redemption is recorded, running 
90 per cent or better. The coupon distributions have been 
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affected by professional organizations and this year alone their 
distributions have run to some 4 or 6 million coupons. 

Newspapers have found house-to-house distribution a vital 
and productive method of creating circulation, particularly in 
sections where their circulation is not up to par with other publi¬ 
cations. The most satisfactory method developed to date in 
this particular classification has been to deliver the publication 
every day of the week (before eight in the morning if a morning 
newspaper, or in the early afternoon if an evening newspaper) 
to the same homes for a full w^eek. In the case of morning news¬ 
papers which want commuter circulation, distributions have been 
made at railway stations starting at seven-thirty in the morning 
and carrying on until nine o’clock, so that every commuter who 
came to the station platform received a copy. In most cases the 
newsstand dealer has been paid a flat sum by the publisher to 
compensate for the losses he has sustained in the potential sales 
of the paper to liis regular buyers. Tlu're are examj)les of circu¬ 
lation development through this method that run as high as 500 
per cent sustained increase for a period of 6 months following 
such distribution. 

In the magazine field the best method developed to date has 
been to distribute reprints of the first installment of a serial about 
to start in the publication. This has been found more effective at 
lower cost than the delivery of full-size magazines. 

Department stores are heavy users of house-to-house distribu¬ 
tion of newspaper-type circulars, in which a large number of 
individual offerings are made to the public. In N(‘w York alone 
there were distributed during the past year for various depart¬ 
ment stores in ('xcess of 50 million circulars. Thc‘ same practice 
exists throughout the country. In Philadelphia th(‘ big depart¬ 
ment-store users of house-to-house distribution are Snellenburg, 
Strawbridge & Clothier, Frank & Seder; in Chicago, the Fair, 
Marshall-Field, etc.; in Cleveland, the May Store and Higbee; 
the Emporium in San Francisco; and stores in other cities arc 
equally active in this kind of sales promotion. 

It is a particularly advantageous form of advertising for depart¬ 
ment stores in carrying out full sales-week advertising and is 
generally cheaper than newspaper space, owing to the fact that 
it is possible to use more linage than is possible* with the local 
rates of the newspapers. 
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Note: This summary of sampling activities was given the authors by 
George P. Johansen, secretary-treasurer of the Advertising Distributors of 
America. 
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CHAPTER XVIII 


Forecasting and Budgeting 


The Forecast—A Necessity.—A sales forecast is a carefully 
made estimate of the business a firm expects to transact for a 
future period. This period is seldom for more than a year and 
frequently is for 6 months. A few firms restrict their forecasts 
to 3 months. A forecast for a longer period than a year is seldom 
adopted as a working plan but is held as a hope or possibility. 
It corresponds to some of the long-distance economic planning 
by governments, which is so seldom realized. 

Some kind of forecast is absolutely essential if a business is to 
progress with any semblance of system. Even where no formal 
forecast is made, the management has some goal, more or less 
definitely fixed. It may be only a belief that it can do a little 
better than the previous year or cannot hope to do quite so well. 

Without some definite estimate there would be no way to deter¬ 
mine the needs of capital, of materials, of labor, of storage space, 
or of the other factors which enter into production. In practical 
application making a sales forecast is an effort to correlate factory 
production with what the salesforce can be expected to dispose of 
in the normal market. In factory-made goods, the ability to 
produce is much more accurately appraised than the ability to 
sell. Where the supply is a current crop, as of oranges and 
lemons, then forecasting is equally difficult for production and 
sales. The same thing is largely true of the large meat-packing 
houses. It is a matter of estimating not merely the amount of 
livestock that will come onto the market but also the condition 
of that stock when it arrives. 


374 







375 


Forecasting and Budgeting 

A bumper corn crop may mean a later market for hogs, cattle, 
and sheep, which are fed longer. They will probably be in better 
condition if the supply of stock food has been plentiful and cheap. 
On the other hand, a drought, injuring pasture, or an early frost, 
which curtails the supply of corn, may greatly affect the weight 
of livestock received, which means a smaller tonnage and a pos¬ 
sibility that the quality may be poorer. So, with many kinds 
of business, forecasting becomes much involved because of the 
large number of complex factors entering into and influencing 
the result. 

Retail Stores Forecasting. —For a food store supplying a fixed 
population, the forecast is wholly fixed on the past years^ sales. 
The food industry is little affected by business conditions. The 
purchase of a new automobile may be postponed, the vacation 
trip abandoned, the old hat cleaned and reblockcd to make it go 
another season, the shoes resoled instead of discarded, all because 
the income is reduced. But to substitute a poorer coffee for the 
sake of economy, or to eliminate bacon because it is expensive, 
or to go without butter will be resisted until actual necessity 
compels. Of course such distress happens to but few families in 
America. 

The grocer knows the habits of his customers and so he will buy 
about the same number of units and pounds of food to provide 
each family as in previous years. If the business recession is 
severe, food prices will be reduced, so that his dollar sales will be 
less and, since his margin is figured in a general way upon a fixed 
percentage of sales, his profits will probably be less. 

The jeweler, the shoe-store manager, the milliner, and the 
clothier cannot follow the same simple plan. Even though all 
prices decline, they know that most of their customers will buy 
on a relatively lower price level. Economy is contagious. It 
gets in the air. Even the well-to-do start economizing, and this 
speeds and spreads and prolongs the depression as well as making 
it more acute. The man who normally buys a $10 hat will just 
because he may feel poor spend only $5 or $7.50 for a new hat 
- -if he does not decide to wear the old one another season. 

One of the first effects of this is to make the merchant more 
careful in his buying. Things are uncertain. He does not know 
how far the economy wave may go. Anyway prices are declin¬ 
ing, so he buys in reduced quantities. That slows down the 
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factories. Orders may be numerous, but they are small, so the 
manufacturer foregoes any extensions and starts to lay ofiF all 
employees who can possibly be spared. That makes the depres¬ 
sion still more acute. Furthermore, the merchants whose busi¬ 
nesses are cut down by the economy wave first dispose of all 
surplus stock, then begin to limit purchases to a few weeks^ 
expectancy, rather than for the season, which would be normal. 
They estimate sales by the drop of the present month over the 
same month a year ago. All but the most farseeing make the 
comparison in dollars, even though prices are lower. This exag¬ 
gerates the loss of business, and, as they will anticipate future sales 
to decline at least in th5 same proportions as in the past, they will 
plan for an equal or larger drop in the future. This tends to 
limit assortments and varieties, so that it further depresses sales. 

Curtailment and hand-to-mouth buying are abandoned when 
sales begin to pick up and prices rise. Buying for surplus slock 
will be resumed, which tends to exaggerate the degree of recovery. 

The Factory Plan.—A few manufacturers who produce food 
supplies and other staples may be able to forecast sales in about 
the same way that grocers plan for future sales. As they operate 
over larger territories, their problem is never so simple. Popula¬ 
tion is ever shifting. Some towns and districts grow, while 
others decline. This is important to every manufacturer. He 
must carefully estimate changes in the size of the population he 
serves. If he is wise, he will not wait for census figures. The 
establishment of a new landing field or the extension of a factory 
may bring in added population of interest to the local store. But 
the building of a Grand Coulee dam and power plant brings many 
new stores which the alert manufacturer should not ignore. The 
failure of an Australian wheat crop will be of intense interest to 
the American automobile manufacturer with agencies scattered 
over the wheat-growing states of the United States. Higher 
prices for wheat means the sale of more new automobiles. An 
exceptionally good year for livestock in the Argentine Republic 
may mean that the grazing regions of our country will receive 
low prices for cattle and sheep. This also is of interest to auto¬ 
mobile manufacturers in Detroit. 

Similar illustrations could be indefinitely multiplied. Perhaps 
these sufficiently suggest the great number of conditions which 
influence the sales of a manufacturer who distributes over a wide 
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area. How far can he go in forecasting sales and how does he 
go about it? 

The first thing to do is to establish some definite relationship 
between the particular indiislry one is engaged in and business 
in general; that is, if business is off 10 per cent from the 1921-1926 
level, what effect will it have upon the industry under considera¬ 
tion? Usually a little study will reveal whether a particular 
business is accurately repr(‘s(‘nted by recognized barometers of 
commerce and industry, or whether it precedes or follows a 
general letdown. 

Then there are businesses— a few—which tend to run counter 
to the general current. Shoe- and furniture-repair-shops are 
examples. Sewing machines usually sell well in slack times. As 
women lose their jobs they do more work in the home. This 
means larger sales of unprepared foods and a greater sale of glass 
jars and other containers for preserving fruits and vegetables. 
More home sewing means increased sales of piece goods at the 
expense of ready-to-wear garments. 

A heavy curtailment in the sale of umbrellas, gloves, jewelry, 
and evening wear is fell as soon as the business tide begins to 
ebb. Magazine and newspaper advertising and the number of 
telephones in use follow closely business conditions in general. 
The attendance at movies and other inexpensive amusements 
is not influenced by booms or depressions except in long periods 
of extreme unemployment. 

The careful student, who plots his own sales curve along with 
one showing general business activity, arrives at a fairly definite 
idea as to how the ups and downs of his enterprise compare with 
a composite of trade activity and has a good base to build upon. 
Perhaps instead of using the general business curve, it will be 
possible to find another like that of chain-store sales, of stock- 
exchange activities, of carloadings, or of building permits which 
will more accurately follow one’s own sales curve than the more 
comprehensive curves. This is on the idea of market indexes, 
which have been considered. Some of the wealth of statistics 
now available will surely furnish a parallel which will be highly 
indicative, if not perfect, for a model. Once such a curve is 
projected, its trend will be highly significant. 

In the few paragraphs that can be applied to the subject here, 
it is too much to expect that the authors can develop amateur 
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forecasters; but, by suggesting methods and indicating sources of 
data, it may be possible to initiate a course of study which in time 
will provide skill in forecasting the future course of a business. 

Professional Forecasters. —No one can see even 24 hours ahead. 
The Bible puts it, No man can say what a day will bring forth.” 
Nature is so full of unexpected calamities and blessings that it is 
futile to prophesy. But forecasters do not pose as prophets. 
After long and careful study they have discovered that there is a 
fixed sequence of events which normally follow each other. If 
not influenced by wars, by widespread calamities, or by revolu¬ 
tionary but unpredictable inventions, that sequence will follow\ 
For example, falling commodity prices, reduced speculating 
activity (transactions of stock exchanges), high rates on commer¬ 
cial paper, and decreased bank reserves have marked an advanced 
stage of business depressions. It is such things as those that are 
studied by business forecasters. 

The professional forecaster, by perfectly normal and under¬ 
standable methods, is able to detect and point out trends and 
tendencies that are unnoticed by the average reader. Anyone 
can gather and segregate information used by forecasters. Few 
will take the time or pains to do it, and, of those who do, a few 
farsighted individuals can see significance in data that is not 
apparent to others. They become the outstanding forecasters 
like Col. Leonard P. Ayers, Dr. Lewis H. Haney, and Roger W. 
Babson. The predictions of such men as these, if skillfully 
applied to an individual business, will probably increase the 
accuracy of predictions over those made less scientifically. There 
will still be mistakes and wrong conclusions, but the average will 
be improved. 

Factors to Work With. —Having discovered some standard of 
relationship between the enterprise in question and established 
economic data, the sales curve is corrected to conform with the 
chosen norm. If the sales record has shown a consistent gain, 
what are known factors that might influence that rate, either to 
accelerate or to retard it? Is the sales territory to be extended? 
Will there be more or less advertising? Has the salesforce tended 
to improve, or has there been any striking change, like losing 
some of the best salesmen? Have new items been added to the 
line which will bring added volume and possibly sell more of the 
original products? 
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A spice mill refused for a number of years to include paprika 
in its selection, because it was so difficult to preserve without 
deterioration. Finally on the repeated requests of its salesmen 
paprika was added. Almost immediately the whole spice lino 
showed a marked increase. The explanation was that dealer-^ 
required paprika. They would not give* another siipj^lier an 
order for that one item, but included other spices for which they 
had need. When the line was finally completed, these vagrant 
orders went to the original spice house. 

Another factor that may influence volume i j)aekag(*s. Is 
there to be any improvement of products to meet or lead com¬ 
petition, including packages? 

Before the end of the third year of advertising a firm should 
be able to establish a pretty definite relationship between the 
amount of money spent for adverlising and the n'sulting sales. 
Each $100 added to the publicity budget should bring from 
$1,000 to $5,000 of added sale<. There is no standard to go by in 
fixing the per cent of sales to advertising. Each firm finds it 
necessary to experiment until it finds the most profitable amount. 

Using available factors with a market index which has been 
constructed to fit the particular business and which will give an 
accurate comparison of the different trading areas, a fairly accu¬ 
rate estimate of sales can be made. 

District managers each reporting for his o'vn territory should 
be able to predict the comparative sales of their districts for the 
next year as compared with the past. So also salesmen can 
report on their territories. If salesmen give separate reports for 
each customer, estimating by what per cent there is likely to be a 
change, up or down, in what the different ones will buy, it will 
probably be as accurate, when summarized, as such estimates 
can be made. Where a striking change is indicated an explana¬ 
tion should be given. Such an estimate is good for a comparison 
with the more comprehensive one made in the office. 

The Sales Budget. —So far as salesmen are concerned, making 
a sales budget should offer no serious difficulties, except in the 
v^ery great expansion or the reorganization of a business. The 
remuneration and traveling expenses will be known. If new 
territories are to be opened up, the careful use of a market index 
will reduce the speculative element to a narrow margin. For 
this part of sales expense the budget is easily made. It is in the 
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advertising program that grave difficulties will be encountered. 
What are the best media? How intensively should they be used? 
Ho\^ can they l^e best coordinated with the other selling efforts? 
These are some' of th(' important qu(‘stions that must be settled 
before the actual construction of a budget can be undertaken. 

We advertise where we have business’^ was the positive' asser¬ 
tion of a successful manufacturer who was very sure of himself. 
He did. In Utah he had all the business that one firm could hope 
to get, so he was spending more for adveitising in that small state 
than in Washington, which had more than three times the poten¬ 
tial, but only about one-half the business. To go to the other 
extreme and advertise where one has no business to the neglect 
of the business om* already has would be equally foolish. The 
ideal is to put the salt's effort whert' ihcrv are the greatest possi¬ 
bilities of sales, always remembering that it is first and most 
important to take care of the business one already has. 

The Advertising Budget. —There art' at k'ast t'ight ways com¬ 
monly used to establish an advertising appropriation. Kach 
of these will be discussed separately. As to how much should 
be appropriated, there is little that can be said that would be 
helpful. One of the authors had occasion a few years ago to 
interview nearly all the leading advertisers of the country to dis¬ 
cuss (he economic effc'cts of their advertising. The amount of 
the approi)riation compared to sales was one point covered in the 
interview. Whih* nearly all stated the relationship in percentage 
form, there Avas little basis for comparison. One included sam¬ 
pling in the advertising, others did not. The cost of maintaining 
the advertising d(‘partment was sometimes included, sometimes 
omitted. Some charged association fees to advertising. Even 
in the same industry there was a wide variation in appropria¬ 
tions. One oil compaii}'^ sjjent over 3 per cent of sales for adver¬ 
tising. This company regarded that their salesmen's best work 
was in supplementing the influence of their advertising. A 
competitor appropriated only 1 per cent of sales to advertising. 
The latter d('pended almost wholly on its salesforce to bring in 
business. Its consumer advertising was primarily for the 
“effect on dealers." 

It seems that each firm, by trial campaigns, by carefully check¬ 
ing the known results, and by the nature of its own business, must 
determine how much and in what ways its money for advertising 
can be spent most profitably. 
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While sales potentials, accurately computed, indicate where 
promotion may be most productive, there is no such indicator to 
point to the exact time when advertising should be done. With 
seasonal goods the campaign has some guideposts. The wise 
ones usually start early. Staples respond to constant and con¬ 
tinuous stimulation, but to what extent, if any, efforts may be 
relaxed in the summer months and other off seasons is a matter 
for each advertiser to settle for himself. 

The Appropriation as a Percentage of Sales. —When a firm has 
but one product, or one principal product, and there is a fairly 
fixed relationship in sales from year to year, a percentage of past 
year's sales appropriated to advertising works very satisfactorily. 
It gives a definite amount which can be translated into a complete 
campaign. There is little danger of overspending. If records 
are comprehensive, the sales of any territory can be compared 
with the advertising done there. If sales fall below what they 
should be, an added effort can be made or the advertising cur¬ 
tailed as the mark(*t index for that trading area indicates. 

An obvious weakn(\ss in the method is that this year's adver¬ 
tising is always based on last year's business. In times when 
there is little change in conditions that ina> not matter. But 
suppose that last year was the end of a depression which showed 
restricted sales. Should improved conditions and excellent pros¬ 
pects be handicapped by a previous poor season? Where there 
is a family of products, especially if there are many members of 
the family, the method is not so satisfactory. It is extremely 
difficult to do effective institutional advertising over a long 
period. This is particularly true where the products are not 
closely related, unless each product is advertised according to its 
sales. Ivory soap (including Ivory flakes), Camay, P & G 
laundry soap, and Crisco all have separate budgets. But Hiinz 
with over 100 products can scarcely follow the same plan. Even 
their famous ‘'57 varieties" are out of date. 

A common pra-jtice is to select a leader and let that carry the 
burden of the campaign. In such a case should the appropria- 
lion be made on combined sales or charged against the item which 
was specifically named? 

Other situations are encountered. Sometimes the advertising 
of the item, as in the first campaign for Morion's table salt and 
Blue Jay corn plaster, has a dual purpose. The idea in each of 
these campaigns was, and to an extent still is, to sell unadvertised 
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goods ajs well as the items mentioned. The chief business of the 
Morton Salt Company, when they started advertising, was In 
barreled salt. Their product was practically the same as that of 
competitors. Advertising a package salt encouraged dealers to 
buy both bulk and package from the same source. 

Bauer and Black started advertising Blue Jay corn plasters in 
the hope that all druggists would have sufficient sale of this item 
to keep it in stock. But the firm’s principal product was surgical 
dressings. This line of products is not sufficiently distinctive to 
make it advertisable. However, as long as a druggist is going 
to order Blue Jay, he will probably buy surgical dressings at the 
same time and from the same source. This complicates estimat¬ 
ing or fixing an advertising appropriation as a percentage of sales. 
Just how much is it worth to have the impetus of the advertised 
product in helping the sale of unbranded merchandise? Until 
that question is answered, the value of the advertising or the size 
of the appropriation cannot be logically fixed. 

Of course these are unusual cases. But advertising is so far- 
reaching and often so indirect in its effects that it is necessary to 
point out the numerous exceptions when discussing ways and 
means. 

Tax on Units of Product.—This is another method of making 
an advertising appropriation which has much to recommend it. 
It has been successfully used for many years by the California 
Fruit Growers’ Exchange to advertise the Sunkist brand of citrus 
fruits. It is definite and will not involve the advertiser too 
deeply. When the citrus crop is light and needs little advertising 
support, the amount raised is automatically limited. When the 
crop is heavy, a larger amount is automatically put at the dis¬ 
posal of the advertising department. It is a common practice 
for the automobile companies to fix a specified amount on each 
car for dealers to invest in advertising. As that is a local and 
auxiliary campaign, it also works well. 

Unless the advertising manager has a very definite idea how 
many units will sell, he will not know until too late how extensive 
a campaign his funds will provide. It works with Sunkist fruits 
because of long experience and because there is a safe minimum 
to anticipate. The basic campaign is planned on the assured 
returns. Then, as the crop exceeds the estimate, the campaign 
is extended, both by increasing the basic media, where that can 
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be done advantageously, and by adding supplementary media. 
This does not always result in an ideal campaign, but on the whole 
it seems to work satisfactorily. 

Where the total sales have to be estimated, this method is 
much like fixing the appropriation as a percentage of expected 
sales. The advantages and disadvantages are the same. An 
accurate forecast provides a satisfactory base, but an error, 
either over or under, will throw the campaign off, and it will not 
be discovered until too late to correct mistakes. In either case, 
the quicker sales results can be secured, the more efficient will 
this method be of early fixing the appropriation. 

Either of the above is to be preferred to what has sometimes 
been called the “bankers’ method,’’ which allots a part of the 
profits to serve as an appropriation. The most that can be said 
in favor of this method is that it is safe. There is no danger of 
overspending. Naturally by this method the amount for adver¬ 
tising is fixed by the previous year’s business, and conditions 
may have changed so radically that a wholly different strat(‘gy 
should be adopted. It means no profit last year, no advertising 
this year. 

Task and Program with Variations.—Th ne arc many oth(‘i’ 
methods of fixing advertising appropriations, a few of which will 
be described. Perhaps the best of these—and possibly the besi 
of all—^is to plan an objective and then devise a campaign lo 
achieve the end sought. This requires a very accurate knowledge 
of what can be achieved by a given expenditure. It is obvious 
that the undertaking must lie within the capabilities of the adver¬ 
tiser, and much experience is required to know' just how' extensive 
a campaign must be to produce a desired result. 

When Lynn Sumner w'^as in charge of the advertising of the 
International Correspondence Schools, there was one course ' old 
wholly by mail. With tested copy, it was established that for 
every 1,000 circulation, 100 replies came in. One in 10 of those' 
inquiring bought As the course became established, it w'as a 
simple matter to extend the advertising so that any desire<l 
increase in sales could be secured. Seldom will results be so sure* 
and the task put on advertising be so definite. 

To put in a lump sum as “business insurance” has been used 
by some of the leading firms of the country, including Swift and 
Company and the United States Rubber Company. One of the 
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chief weaknesses of this method is that once a sum is fixed it is 
likely to run on and on in spite of varying conditions. Another 
weakness is that it tends to center the interest in spending 
the allotment rather than in working out a program that will 
make the most sales. Since the depression hit the country 
this kind of appropriation has been discontinued with all but a 
few companies. 

Matching or beating competitors is often the goal of an adver- 
(iser in making an advertising appropriation. He will tak(» 
dominating space, get a more expensive radio program, buy more 
circulation, or otherwise tower above competitors. Where the 
other media run about equal, a few electrical spectaculars are 
sometimes added to give the crowning effect of leadership. Just 
how valuable it may be to a firm to be first in its field, the authors 
have never discovered. They believe that it is quite as much 
a matter of vanity as of good business. 

To put up so much for each dealer may be a satisfactory 
arrangement, provided this amount is fixed in relation to sales or 
sales possibilities. It is bettt'r adapted to cooperative advertis¬ 
ing than to national campaigns. 

Finally we have to consider the method that so many adver¬ 
tisers have followed early in their careers. The first sale of 3-in-] 
oil was made by Mr. Spec, founder of the company that made it, 
to John Wanamaker, who personally made the purchase. The 
goods were delivered on a wheelbarrow by the seller, and the 
whole proceeds, all of the $12.75, immediately invested in adver¬ 
tising. For many years, every surplus was similarly employed. 
Mum was given a little more propitious start, as Charles Evans, 
the manufacturer, was able to put $1,000 into his first national 
campaign. Many others have followed that plan to success. 
Probably it might yet be used profitably by many others whose 
sales still respond to increased advertising pressure. 

What the Advertising Appropriation Covers. —To secure an 
agreement on what is or is not advertising is obviously so difficult 
as to be impractical. However, Printers' Ink has made up three 
lists of items which are sometimes charged to the advertising 
account. The whitelist is approved as being made up of 
legitimate charges. The gray ” list may or may not be included, 
according to conditions and the way in which the various items 
are used. The “black” list is not recommended as being fair 
charges against the advertising appropriation. 
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Space 

Paid advertising in all 
Newspapers 
Period! eals 
lousiness papers 
Technical journals 
Farm papers 
Clasp journals 
Religious papers 
Car cards 
Posters 

Theater programs 
Outdoor advertising 
Window displays 
Counter displays 
Store signs 
Novelties 
Rooklets 
Directories 
Direct advertising 


A dministration 


White List 


recognized media, including: 

Cartons and labels 

(when used exclusivelv for adver¬ 
tising purposes, such as in window 
displays) 

Catalogues 
Package inserts 

(when used as advertising and not 
just as direction sheets) 

House magazines to dealers or con¬ 
sumers 

Motion pictures (including talking 
l)ictures) when used for adver¬ 
tising 
Slides 

Export advertising 
Dealer helps 

Reprints of advertisements used in 
mail or for display 
All other printed and lithographed 
material used directly for adver¬ 
tising purposes 


Salaries of advertising department 
executives and employees 
Office supplies and fixtures used 
solely bv advertising department 
(Commissions and fees to advertis¬ 
ing ageuci(‘s, special writers, or 
advisers 


\t cchanical 

Artwork 

Typography 

Engraving 

Mats 

Miscellaneous 

Transportation of advertising ma¬ 
terial (to include postage and 
other carrying charges) 

Fees to window display installation 


Expenses incurred by salesmen 
wdien on work for advertising 
department 

Traveling expenses of department 
employees engaged in depart¬ 
mental business 

(Note; In some compaiiies these go 
into special "Administration" 
account) 

Electros 

Photographs, etc. 


Other miscellaneous expenses con¬ 
nected with items on the White 
List 


services 
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Gray List 

Borderline charges, sometimes belonging in the advertising account and 
sometimes in other accounts: 


Samples 

Demonstrations 

Fairs 

Canvassing 

Rent 

Light 

Advertising automobiles 
Premiums 

Membership in associations or other 
organizations devoted to advertis¬ 
ing 

Testing bureaus 

Advertising fiortfolios for salesmen 


Heat 

Depreciation of equipment used by 
advertising department 
Telephone and other overhead ex¬ 
penses, apportioned to advertis¬ 
ing department 

House magazines going to salesmen 
Contributions to special advertising 
funds of trade associations 
Display signs on the factory or 
office building 
Salesmen’s catalogues 
Research and market investigations 
Advertising allowances to trade for 
cooperative effort 


BiiACK List 

Charges that do not belong in the advertising account: 


Free goods 

Picnic and bazaar programs 
Charitable, religious, and fraternal 
donations 

Other expenses for “good-will” pur¬ 
poses 
Cartons 
Labels 

Instruction sheets 
Packages 
Press agentry 

Stationery used outside advertising 
department 
Price lists 

Salesmen’s calling cards 
Motion pictures for sales use only 
House magazines going to factory 
employees 
Bonuses to trade 
Special rebates 


Membership in trade associations 
Entertaining customers or prospects 
Annual reports 
Showrooms 
Demonstration stores 
Sales-convention expenses 
Salesmen’s samples (including 
photographs used in lieu of 
samples) 

Welfare activities among employees 
Such recreational activities as base¬ 
ball teams, etc. 

Sales expenses at conventions 
Cost of salesmen’s automobiles 
“Special editions” which approach 
advertisers on “ good-will’’ basis 


Combining Methods Like General Motors. —The following 
forms have been adopted from blanks used by the General Motors 
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CcM’poration. They are the most comprehensive and detailed 
that the authors have found. As will be seen, the appropriation 
is planned for a year, but to conserve space only the forms for 
the first 6 months are given. It will be observed that the General 
Motors plan is a combination of the task program, the unit tax, 
and a check against previous percentages. 


DETERMINING THE APPROPRIATION 


1. Request 

1940 

a. Amount requested. $_ 

h. Domestic deliveries in dollars. . 

c. Domestic deliveries in units. . 


In- De- 
1939 crease crease 
S_% -% 


2. Ratios 

1940 


Ill- De- 
1939 crease crease 


o. Advertising expense in dollars per 
unit. 


$- 


$ _ 


As a Per Cent of Sales 


In- De- 


- % - % 

/. As a Per 
Cent of 
Grand Total 
(Factory 
Sales 
P^xpense) 


1940 1939 


crease 


crease 


1940 


1939 


b. Factory advertising ex¬ 

pense..% -%-% 

c. Factory sales-promotion 

expense... . 

d. All other factory sales ex¬ 

pense. . —— - 

e. Grand total (factory sales 

expense. ... 



_I 100 % 


— % 


100 % 


3. Analysis of the Requested Advertising Appropriation and All 
Other Sums to Be Expended in Advertising 




Per- 

Per- 



centage 

centage 

Expenditures 

covered by 

of Ex¬ 

of Ex¬ 

division's 

appropriation 

pected 

pected In- De- 

request: 

1940 

Sales 1930 

Sales crease crease 

a. Division 

. % 

_% $- 

_% -%-% 


b. Advertising pool 
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Per- Per¬ 
centage rentage 

Expenditures not covered bv of Ex- of Ex- 

diviswn's appropriation pected pected In- De- 

request 1940 Sales 1939 Sales crease ciease 

c Division brain lies or 

retail stores $__ % $ _ _% _ % _ 

d Dealers, contributions__ _ _ _ 

f Distributors’ and 

deaUis’ o^\u advi r- 

tisiiig (appioxiniate) _ _ __ 

/ Grand total ____ 

g Total advertising effort from all sourtts in dollais pei 

unit _ 

(1940) 


4 How Division’s Advertising Appropriaiion Wiii He Spem 


1940 

PhIMARV MEDl \ 

a General inag-i- 

zines % _% 

b WoiiK n’s maga- 

7lll( S _ _ 

c Othir 111 igazines 
reaching se¬ 
lected a u d 1 - 

ences _ _ _ 

d Nation il, state, or 
sectional farm 

pape rs _ 

e Trade ])api rs _ 

f Preparitory work _ 

q Mnqazint'i *^ijb- 

total ? 

h Englisli-langii igr 

ncwspipcis fp 
I Foreign-langu igc 

newspapers _ 

\ Preparaiorv work_ 

k it\ f osts 

/ M f u y j) ff p i t \ 

subtotal ^ 

ni I* o s t f I s a n d 
painted bullc*- 
tins, highway 
bulletins, and 
mad signs IP_ijr 


1030 



»-% 
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1940 

n Electric spectacu¬ 
lars ^ 

0 Streetcar and bus 

(ards _ 

p Preparatory wcu k _ 
q Outdoor ' iuh - 

toial $_/ 

Hroad( istinp; 

/ WireihaiRcs % 

s Programs ind 
other prepari 
tor\ w ork _ 

t Radio subtotal % 

Aitxiliahy media 

u Window displays i!l _ \ 

V I)iroct-by-mail 

campaigns _ _ 

w House organs for 

owne rs _ _ 

X Catalogues and 

pamphlets _ 

y Shows and txhi 

bitions _ 

z Dealt rs' signs_ 

aa Souvt nirs _ 

ah Motion pitturts_ 

ac Miscellaneous _ 

ad Aux'ihary nudia 

subtotal % ^0 

ae SuNDHi CON riN- 

OENClLS $_% 

af Advertising ad- 

MINlSrHAlUE 
EXPENSE _ 

ag Advertising 

POOL EXPENSE _ _ 

a/i Subtotal % _ % 

ai Less money re 

( EIVED h ROM 
SAl E OF M 1 .TE- 
R I A I TO 

DEAIERS -— 


1939 




$ 


^-% 




%- 


$- 


% — _% 


S- 


aj GRAND TOTAL 
[Item (ah) less 

(ai)l % _100% 


- % 


- -Vr 


% 


V, 


100 % 
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5 . How THE Division's Appropriation Plus All Other Advertising 
Sums Will Be Spent 


Primary media: 


1940 

a. General maga¬ 

zines. $_% 

b. Women’s maga¬ 

zines . .. 

c. Other magazines 

reaching se¬ 
lected audi¬ 
ences .. 

d. National, state, 

or sectional 

farm papers. . . _ _ 

e. Trade papers.... _ . _ 

/. Preparatory work__ 

g. Magazines sub¬ 

total . $_ 

h. English-language 

ru'wspapers.... $__ _ _ % 

i. Foreign-language 

newspapers....__ 

j. Preparatory work _ _ 

k. Publicity coats... __ 

l. Newspapers 

subtotal . % 

m. Poster and 

painted bulle¬ 
tins, highway 
bulletins, and 
road signs.. .If_ _ _% 

n. Electric spectacu¬ 

lars. . . _ 

o. Streetcar and bus 

cards. 

p. Preparatory work__ 

q. Outdoor subtotal $ 

Broadcasting: 

r. Wire charges.... $ __ 

s. Programs and 

other prepara¬ 
tory work. . _ 

/. Radio subtotal .. $ 

Auxiliary media: 

M. Window displays #-% 

v. Direct-by-mail 

campaigns. . . _ 


1930 


— % 


— % 


^ - % 


S-% 


* - % 


-% * _ % 

% - % 


% 


* - % 


■U- — % 
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1940 

w. House organs for 

owners. . . 

X. Catalogues and 

pamphlets. . . __ 

y. Shows and exhi¬ 

bitions.. 

z. Dealers' signs...._ 

oa. Souvenirs.. 

ab. Motion pictures.__ 

ac. Miscellaneous. . __ 

ad. Auxiliary media 

aubiotal . $ 

ae. Sundry contin¬ 

gencies.$-% 

af. Advertising ad¬ 

ministrative 

EXPENSE.. 

ah. Subtotal. $_% S 

aj. GRAND TOTAL $ 

6. Approximate Per Cent of Above 1940 Grand Total to Be Devoted 

to Major Efforts Such as; 

New car_% Used car_% Any other- % 

7. Approximate Monthly Budget Breakdown of Item 3a (1940 Column) 
(Note: Item (36), Advertising pool, to be supplied by Sales Section.) 

Jan- Feb- 

uary ruary March April May June 

Primary media; 

o. General magazines. . . S- $- $- ^- 5- 5- 

6. Women’s magazines. - --- -- 

c. Other magazines 

reaching selected 

audiences. ...... 

d. National, state, or sec¬ 

tional farm papers.. - ---- 

c. Trade papers....... 

/. Preparatory work 

(magazines). ...... 

h. English-language 

newspapers. . ..... 

i. Foreign-language 

newspapers. . . ... . 

j. Preparatory work 

(newspapers). . . . ... 

k. Publicity costs... . ... 


1939 


- % % _ % 

% - % 

-% S-% $-% 

_ 100 % $_ 100 % 
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Jan- Feb- 

uary ruary March April May June 

m. Poster and painted 

bulletins, highway 
bulletins, and road 

signs ___ ___ 

n. Klectric spectaculars______ 

0 . Streetcar and l)ius 

cards _ _ _ __ 

p. Preparatory work 

(outdoor). __ _ ___ _ _ __ 

Broadcasting: 

r Wire charges _____ _ 

s Programs and other 
radio preparatory 

work _____ _ 

Auxiliary media: 

a. Window' displays % __ If_If _ $_Jf_ 

Direct-by-niail cam¬ 
paigns _. ___ __ 

w. House organs for 

owners _ _ _ _ _ 

X. ratalngues and pam¬ 
phlets . _ _ ___ _ 

y. Show’s and exhibitions _ __ __ 

z Dealers’ signs _ 

aa. LSouvenira _ _ _ 

nb Motion pictures _ _ 

nc Miscellaneous _ ___ _ 

ne Sundry i^ontinoen- 

C lEs If !f_ % $ $ $ 

(if Advertising admin¬ 
istrative expense _ _ _ 

ng . Advertising pool ex¬ 
pense _ __ 

nj GRAND TOTAL ^ _ _ if_'f_ % _ 

8 M\r. \ziNEs 

(On expenditures shown in Item 4 1940 column for: 

a. General niagazines c Other magazines reaching selected 

b Women’s magazines audiences 

d. National, state, or section farm papers) 
List the folIowMiig infonnntion for each magazine included in the proposed 
schedule: 

Note: Publications sold as a unit or as a group need not be listed separately. 
(Insert additional sheets, if necessary.) 

Name of Size of Color or Number of Per Cent of Total 

publication Space Black and White Insertions Cost Magazine Schedule 
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9. Per Cent of Sales and Dealers by Size of Towns 

2,500 10,000 25,000 100,000 

Under to to to and 

2,500 10,000 25,000 ] 00,000 over 


Sales. .% -% -% -%_ % 

Retail outlets. . % _% _% _ % _ 


10. Newspapers 

(On expenditures shown in Item 4 1940 column for: {h) ^^ngltsh-language 
newspapers; (i) Foreign-language newspapers.) 

Give the following information pertaining to newspapers on the sehetliile: 

a. How many cities are on the schedule?. . 

b. How many newspapers?.. 

c. How many newspapers are being used in towns or cities: 

Under 2,500. . 

2,500 to 10,000. . 

10,000 to 25,000.. 

25,000 to 100,000. . . __ 

100,000 and over. . 

d. How much money is being contributed by the division to 


dealers' cooperative newspaper advertising?. .? 

c. How much money is being spent independently of dealers’ 

cooperation for newspapcT.H?. S_. 

11. Outdoor 


(On expenditures shown in Item 4 1940 column for- {m) Paper and painted 
boards. Highway bulletins, and Hoad signs; {n) Fleetric s’pt'ctaculars; 
(o) Streetcar and bus cards.) 

Give the following information: 

a. How many poster boards?..— 

h. How many painted bulletins?. . 

c. How many highway bulletins?.. —- 

d. Approximately how many road signs?- - 

e. How many electric spectac\ilars?.. 

/. How many cities covered by streetcar and bus cards?.. 

12. Radio 

(On expenditures shown in Item 4 1940 column for: (0 Radio subtotal.) 

General motors. $- 

Any other radio activities.. 

13. Window Displays 

(On expenditures shown in Item 4 1940 column for: (?<) Window displays.) 

а. How many different kinds of window displays?- 

б. Approximate total number to be distributed-- 

14. Direct-by-mail Campaigns 

(On expenditures shown in Item 4 1940 column for: (v) Direct-by-mail 
campaigns.) 

List each direct-by-mail activity outside of Standard Sales Promotion 
Direct-by-mail Plan: _ 
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15. House Organ fob Car Owners 
(On expenditures shown in Item 4 1940 column for: (ir) House organs for 
owners.) 

Give the following information: 

а. Number of owners covered_ 

б. Any other circulation such as prospects, dealers, etc_ 

c. Frequency of issue_ 

16. Catalogues and Pamphlets 

(On expenditures shown in Item 4 1940 column for: (z) Catalogues and 
pamphlets.) 

Give the following information: 

a. How many different pieces of literature?_ 

b. Approximate total number to be distributed_ 

17. Shows and Exhibitions 

(On expenditures shown in Item 4 1940 column for: (y) Shows and exhi¬ 
bitions.) 

Give approximate number of shows and places where they are to be held: 

18. Dealers’ Signs 

(On expenditures shown in Item 4 1940 column for: ( 2 ) Dealers’ signs.) 

List types of dealers' signs: 

How many of each will be distributed?_ Cost to division I_ 

Cost to dealer $_ 


19. Souvenirs 

(On expenditures shown in Item 4 1940 column for: (aa) Souvenirs.) 

Give the following information : 

Method of handling souvenirs, such as: 

Yes No 

a. Purchased by division and sold through regions or zones_ 

b. Handled through souvenir broker, etc.. 

c. Cost: Dealers’share_% Division’s share_%. 

d. Number of items offered:_ 

20. Motion Pictures 

(On expenditures shown in Item 4 1940 column for: {ab) Motion pictures.) 
Give the following information: 

a. List names of films to be used. 

b. Approximately how many cities and towns will be covered_ 

21. Miscellaneous 

(On expenditures shown in Item 4 1940 column for: (oc) Miscellaneous.) 
Describe any new advertising schemes not covered by standard classifi¬ 
cations above. 

22. Advertising Administrative Expense 
(On expenditures shown in Item 4 1940 column for: {of) Advertising admin¬ 
istrative expense.) 
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Give the following information: 

a. Different broad classifications of work in advertising depaHment. 
h. Number of people employed. 

23. Advertising Pool Expenditure Shown in Item 3-6 
(Data to be supplied by Sales Section) 

24. Division Branch or Retail Store Advertising Shown in Item 3-c 
Give the following information: 

а. Number of cities in which these expenditures occur__ 

б. Total expected volume of branch and retail stores doing this advertising 

S- 


25. Dealers' Contributions 

Describe dealer cooperative plan bringing out clearly dealers' contribution 
and division's contribution. 

Poster and 
Painted 
Boards, High¬ 
way Bulletins 
and Road 

Newspaper Signs 

а. How many cities are on the schedule?. . ___ 

б. How many newspapers?_ 

c. Approximately what per cent of newspaper effort will be devoted to 

new-car advertising? _% Used-car advertising? -% 

d. How many paper and painted boards, highway bulletins, 

and road signs?- 

e. Describe briefly any cooperative efforts outside of newspaper and bill¬ 

boards or any other contributions which the dealers make to the 
advertising of the division's product. 

26. Distributors' and Dealers' Own Advertising 
Give the following information: 

а. Approximate number of cities in which these expenditures occur- 

б. Approximately what per cent of the effort will be devoted to new-car 

advertising? _% Used-car advertising? -% 

27. Advertising agency handling account.-- 

Account executive------ 


28. Authorizations 

This will certify that the foregoing in my judgment is a correct analysis of 
the proposed expienditure. Further, that the expenditures recommended 
are to the best interests of the corporation and its stockholders. 

Authorized by 
Approved by 


Estimates and data— 
Prepared by 
.\dvertiBing Manager 


Group executive 


Date 
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Date 

Authorized by 
Approved by 

Approved by 

General Sales Manager __ 

President Date 


Date 

Authorized by 
Approved by 
Executive 
Committee 


Authorized by Secretary Date 

Approved by 

General Manager of Division 


Date 

Authorized by 
Approved by 
Finance 
Committee 


Secretary Date 

Note; This approximation request is expected to completely cover all 
expenditures made by the division or subsidiary during 1940. In 
the event tliat an additional emergency sum is needed, the request 
for tlie sum is to be made on "Emergency Advertising Appropria¬ 
tion Request" form. 
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CHAPTER XIX 


Consumer Campaigns 


The chapters thus far have dealt primarily with the various 
problems that present themselves in marketing a product. Suc¬ 
cessful marketing calls for a succession of correct decisions 
First, there is always the matt(T of policy that must be decided 
upon. Following the basic decision of i)olicy, there is always 
the problem of carrying out the policy in the most successful 
manner. 

This chapter will explain in considerable detail i\ succi'ssful 
consumer campaign, Windex, used for cleaning windows; and a 
combination consumer-industrial campaign, Cellophane. 

The Windex Campaign. —Windex is manufactured by the 
Drackett Products Company of Cincinnati, Ohio. This company 
is perhaps best known for its successful marketing of Draiio, a 
product used in the house for opening clogged sink drains. Dealer 
distribution for Drano was secured by crews of sjiecialty salesmen, 
who used a unique demonstration. The salesman would clog a 
glass drain pipe with grease and other materials and w^iuld then 
pour in Drano. The dealer could actually see Drano opening up 
the drain and was thus convinced that the product would do what 
was claimed for it. Drano was first introduced in Cincinnati as 
a test city. Following the successful introduction of the product 
in that city, the same procedure was followed in Philadelphia, 
Cleveland, Milwaukee, and a number of other cith's befon* 
“going national.'* In order to make certain that wholesalers 
would have the product in stock, Drano was sold on a guaranteed- 
sale basis; that is, the wholesaler had the privilege of returning 
for full credit any unsold merchandise. 

397 
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This brief reference to Drano is made simply to point out that, 
in introducing Windex, the Drackett Company was in a position 
to draw upon a wealth of experience in distributing another new 
product to the same market. It is suggested that, in reading 
the story of Windex, prepared especially for this chapter through 
the courtesy of H. R. Drackett, president of the company, care¬ 
ful attention be paid to certain points: 

1. There was evidence of a real want that was not being suc¬ 
cessfully satisfied by the many window-cleaning preparations on 
the market. It is well to remember that human wants are the 
mainspring of our economic system and that all successfully 
marketed products are definitely tied up in the public conscious¬ 
ness with specific wants. 

2. The product was developed to the point where it was right 
as to quality and price before it was placed on the market. 

3. The complete campaign was planned, based upon a market 
forecast, before the product was introduced. 

4. The price structure is determined largely by distributors 
and the manufacturer has little control over resale prices unless 
the product is sold under certain fair-trade laws or on consign¬ 
ment. A manufacturer does, however, have a right to select his 
customers, and the policy of the Drackett Company has always 
been to encourage its distributors to sell its products at prices 
that will give them the profit to which they are entitled as a 
result of the distributive service rendered. 

5. The salability of the product was tested in Cincinnati, the 
place of manufacture. It should be pointed out here that there 
is no excuse for a national advertising failure, if manufacturers 
will have the patience to test out new products in a limited 
number of small cities before ‘'going national.” Such tests show 
whether the product will sell and repeal. Notice that Windex 
proved itself to be a product that would repeat before it was intro¬ 
duced in other test cities and, eventually, nationally. 

6. New York was the last city in which the product was intro¬ 
duced. Although New York is the largest market, it is the 
hardest to win. New York is the graveyard of many campaign 
failures. 

7. Advertising, merchandising, and selling were coordinated. 
In modem marketing procedure, dealer distribution precedes 
advertising; that is, the wholesalers and retail outlets are stocked 
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before the advertising is released. In this way, demand created 
by advertising can be supplied at points of purchase. To force 
distribution through advertising is a costly, inefficient process. 

With this introduction, let us now consider the story of Windex 
as told by Mr. Drackett. 

Windex came out of our research laboratory, we might say, by request. 
Our sales executives had observed that a rather inefficient liquid window 
cleaner had a certain amount of consumer acceptance when offered by 
members of a women's guild. Specifications were given the laboratory, 
such as; the product must clean flat glass efficiently; it must not spot 
curtains or draperies; it must not injure hands; it must be nontoxic and 
noninflammable; it must not whiten or spot woodwork or floors; and 
it must have a cost permitting suitable selling price as related to other 
household cleaning items. 

The first formula submitted fit all specifications, except that the cost 
indicated a selling price far above the products with which it would have 
to compete. Further work was done in the laboratory until a highly 
efficient formula was evolved which seemed to fit the price specification. 

When cost studies had been made of the product, attention was given 
to estimating advertising and selling costs and, of course, eventual 
volume. These were made on the basis of available information on 
other products in the cleansing field. 

Finally we set up three volume figures—namely, 50,000 cases, 500,000 
cases, and 1,000,000 cases. A complete cost study, including all ele¬ 
ments, was made on each of the three possible volumes. It is significant 
here that all costs, particularly sales and advertising, were estimated on a 
national basis. From what we knew of the market for other products, 
we deduced that a satisfactory volume could only be attained on a 
national basis. After consideration we selected the volume figure which 
seemed both attractive from a profit standpoint and quite within the 
realm of possibility. Certain cost items were, at this stage, still esti¬ 
mates. We assumed, for example, a certain advertising appropriation 
which was satisfactory on a cost-per-case basis. We did not know 
whether this appropriation would do the necessary job of influencing the 
consumer, but experience led us to think it was adequate. 

Next we set up our price structure; that is, the price to the wholesale 
distributor, the price at which the wholesaler would probably sell the 
product to the retailer, and the probable price per unit to the consumer. 
These trade margins can be figured rather accurately, as classes of items 
ill the grocery trade keep to a rather uniform markup. For example, 
if it is customary for the grocery trade to take a spread between the 
consumer price and the manufacturer’s price of about 28 or 30 per cent 
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on cleansers, you can be rather sure that a new product entering that 
field would seek that level of markup very quickly, no matter at what 
price you suggest it be sold to the consumer. 

The next step was to test the salability of Windex in an actual market¬ 
ing operation. Cincinnati, for obvious reasons, was chosen for the test. 
Two retail salesmen placed the product in retail stores. Each store 
called on was given four bottles of Windex free, for permitting the sales¬ 
man to make a display of it on a prominent counter. Merchants were 
shown reprints of newspaper copy to be run and informed as to when it 
would break. One afternoon paper was used. Wholesalers were called 
on and sold (guaranteed sale) a small stock of standard cases (12 6-ounce 
bottles) to cover repeat business from retailers. Chain warehouses were 
visited and given four bottles free 'per store, in consideration of tie-in 
advertising in the chain’s own advertising as soon as the newspaper copy 
appeared. 

A 6-month period was sufficient to prove that Windex would sell to 
the consumer and repeat. 

Next we tested the product in Utica, Omaha, Syracuse, and 
Indianapolis. 

Our method of gaining distribution was to pack four bottles of Windex 
free with each dozen Drano which went through the wholesaler to the 
retailer. Instructive material was included, addressed to the dealer, 
asking him to put Windex on sale in his store at 20 cents. To com¬ 
pensate the wholesaler for handling this free goods, we gave him one 
standard case of Windex, that is, 12 6-ounce bottles free with every ten 
combination cases purchased. We limited the purchase of these com¬ 
bination cases, allowing each wholesale distributor to buy only a number 
equivalent to three times his average purchase of Drano during the 
preceding 12 months. We knew from studies we had made that, in a 
3 months’ period, practically every retail customer handling Dr&no 
would make a purchase of that item. We therefore assumed that a 
quantity three times the average monthly Dr&no purchase by the 
wholesaler would permit one combination case to each retail customer. 
We asked wholesalers to limit the purchases to one case, except in the 
case of large retail outlets. We, of course, had no control over this, 
and many retailers got more than they should have had of the free 
goods. 

In the case of chain stores, we felt that they would not be inclined to 
send out a full case of Drano to all their stores, even though each case 
contained Windex. Therefore we offered to the chains a half case of 
Windex (6 6-ounce bottles) free, to the extent of one case per store. 
We required them to purchEise case for case of standard Drano along with 
the free,half cases. Since we were giving the chains free 6 6-ounce 
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I SIMPLY DAMPEN 
A SMALL CLOTH 
WITH WINDEX, 
WHISK IT OVER 
THE GLASS, THEN 
DRY WITH anoth¬ 
er CLOTH, 

AND- 


HONESTLY, I'D RATHER 
WASH WINDOWS THAN 
DISHES" NOW THAT 
I'VE DISCOVERED 
WINDEX 

IIT MC TtlLYOV HOW 
tASY IT 15- 



INSTEAD OF LUGGING 
HEAVY BUCKETS 
AEOUNDAND MEHING 
WITH SPONGE AND 
CHAMOIS AND 
CLEANING 
POWDER.-a 


THERE'S NOT A 
STREAK OR SPECK 
LEFT ON THE 
GUU - NO POW¬ 
DER STICKING TO 
THE FRAME, EITHER 
DO YOU WONDER 
I LOVE ID WASH 
WINDOWS WITH 
WINDEX ? 




fin advertisement widely circulated in magazines during the introductory 

period of Windez 





402 


Marketing Policies 


Windex with a dozen DrS.no, we did not give them a standard case of 
Windex free with every ten combinations as we did with the wholesalers. 

As in the case of Cincinnati, one afternoon paper was used in each 
town with one advertisement appearing once a week. The advertise¬ 
ment appearing on page 401 is one of the advertisements from the 
introductory campaign. 

After we had been in Utica, Omaha, Syracuse, and Indianapolis for 
about 4 months, we opened Milwaukee, Baltimore, Atlanta, and San 
Diego. We did this, first, to give each of our major field men experience 
in handling our distribution plan and, second, to broaden our test. 

Newspaper advertising was done in each market at the rate of about 
10,000 lines per year, concentrated to some extent in spring and fall. 

After 6 months in the final group of four markets, we selected a list of 
35 cities, which in the aggregate contribute about 25 per cent of the total 
grocery sales of the United States. New York City and metropolitan 
area were not in this group. 

In 3 months' time, we had our distribution by the tested method and 
started national advertising in the Ladies' Home Journal, Woman's 
Home Companion, and McCall's. In the 12 largest markets of the 35, we 
ran 5,000 lines of newspaper advertising. 

Next we took all cities over 250,000 population not already covered 
and launched our distribution drive in them. This was accomplished in 
about 3 months, and, finally, we expanded the distribution to all cities 
of 25,000 and over, except New York. 

It was not until the following year that we opened New York. When 
we did, we employed the same distribution plan but no newspaper 
adverti.sing. 

At the time we were building distribution in towns of 25,000 and 
larger, we test-sampled Atlanta, Baltimore, and Indianapolis—three 
of the test cities. We delivered a 2-ounce bottle—ring and hand-in 
service—to the better 75 per cent of the homes. This sampling was 
apparently not effective and we did not repeat it elsewhere. This 
should not be interpreted as evidence that sampling cannot be produc¬ 
tive. When a new product is trying to break into a market against 
competition for which the consumer has a strong brand loyalty, sampling 
may be an absolute necessity. 

The initial effort in Cincinnati on Windex took place in 1933. By 
1936 the product was ''in the black" and has grown rapidly since then. 
In 1940 sales are running 25 per cent ahead of 1939. 

In 1938 volume had grown to the point where a price reduction was 
possible. This brought the price per bottle to the consumer down from 
19 and 20 cents to 15 and 16 cents. 

The advertising appropriation has grown with increased volume until 
it is now about $250,000 per year. 
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How CeUophane Was Sold.— In 1924 one of the largest manu¬ 
facturers in the country found himself with a new product on his 
hands. He had the utmost faith in this product and ample 
facilities for making it and knew that it could be used for many 
purposes and give better service than anything else available. 
The new product was a thin transparent sheet, called “cellulose 
film," and given the trade-mark Cellophane. That was by the 
first manufacturer in France several years ago. The American 
manufacturer was the newly organized DuPont Cellophane Com¬ 
pany, a subsidiary of E. I. DuPont de Nemours & Co., Inc., which 
had just acquired the American rights. 

But there was no demand. No want” book had it listed; no 
inquiries came in asking for prices or deliveries. No purchasing 
agent had been requisitioned for Cellophane.. Its nearest com¬ 
petitor was glassine, which sold for less than one-tenth of the price 
of Cellophane and served many of the same purposes. 

What industry and what companies within that industry 
would be the best prospects? With a less versatile product 
those questions might have been answered more easily. The 
whole food industry offered possibilities: meats, bakery goods, 
noodles, nuts, and confections seemed equally to need Cellophane 
but all were unconscious of such need. Cigars, cigarettes, 
haberdashery, toilet goods—^in fact every product which sold 
better by being exhibited but which was made less attractive 
by handling could make use—and profitable use—of this new 
transparent wrapping material. 

A new kind of selling job was required. Not only must the 
buyer be convinced of the virtues of the product, but its profitable 
use required actual demonstration through test. With the origi¬ 
nal price at $2.65 a pound, the actual selling was by no means 
easy. 

Time after time able salesmen were turned away, not because 
of lack of merit of their offering, but because its adoption would 
be so revolutionary and so expensive. At last S. F. Whitman 
& Sons, extensive and progressive candy manufacturers of Phila¬ 
delphia, decided to give Cellophane a trial. Their product 
required an attractive container, and the addition of this new 
transparent wrapping material, to cover and protect the exquisite 
candy boxes which they were using, offered possibilities. With 
gift candy it is largely the package that makes the sale, and 
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Cellophane not only made the boxes more alluring but added to 
their ability to protect the candy from deterioration. Also it 
kept the package clean and attractive until it was delivered to 
the consumer. 

By dint of much advertising and intelligent and aggressive 
selling, inside of 2 years the manufacturer had secured the adop¬ 
tion of his product in quite a few factories, including one of the 
smaller packing houses, a glac4 fruit company, one of the largest 



From an induBtiial advert'eement. 


chain bakeries, and several other important industriat users, some 

With the rapid inrrea.so in ^olumc the price was as rapid!, 
reduood, and this was a factor in extending the niarke< 

At tho original price of $2 65 a pound it is doubtful if Ccllopbani 
could ever have developed a quantity demand. Only high-priced 
mercWdise could have afforded such expensive wrapping. 
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This campaign is distinctive in that the actual selling and sales 
promotion were in the industrial field, while the greatest extent 
of the advertising has been in consumer media. Extending the 
use of Cellophane into a new industry has seldom started at the 
top. The largest institutions were found so fully equipped with 
wrapping and packaging machinery that adopting a new material 
for containers involved a great expense. So instead of waiting 
for the leaders to act, the sales department went aggressively 
after the smalliT and medium-sized firms, which could experi¬ 
ment with a new wrapping material at a less proportional cost. 
()nc(‘ it was used by any considerable part of an industry, the 
rest soon lelt Ihe competition and adopted Cellophane, a com¬ 
peting product, or the* nearest possible substitute. In any event, 
every adoption of a tran-sparent wrapper by one company was an 
added influence on other firm.s, having similar products, to fall 
in line. 

By 1926 the new product had been sufficiently tested and 
proved so that a new type of sales promotion w^as thought feas¬ 
ible. A consumer advertising campaign was introduced. Now 
it is evident that the amount of Cellophani that could be sold to 
housewives, or othei consumers, would not justify an expen¬ 
sive advertising campaign in magazines. But this advertis¬ 
ing was not planned to .sell anything to consumers. It was 
intended to bring pressure from the ultimate consumers upon the 
maiiufactureis 

A few' siiiiilar campaigns had proved resultful. Vanadium 
steel was first sold to automobile manufacturers by advertising 
in general magazines. Armco iron, by advertising the rust- 
resisting properties of its product to the general public, had 
brought pressure to bear on fabricators u.sing sheet metal. The 
Burroughs Adding Machine Company, by showing the compara¬ 
tive neatness of a statement typed on one of its bookkeeping 
machines with s fsimilar hand-written statement, had induced 
many firms to adopt the bookkeeping machine long before they 
otherwise would have done so. Roller and ball bearings for 
vehicles, Hoffman valves on radiators, and Palm Beach cloth for 
summer suits had all used consumer advertising successfully in 
inducing manufacturers and builders to adopt the product made 
familiar to the ultimate consumer by advertising. 
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The skillful app>eal to clean, sanitary and transparent packag¬ 
ing made in the first of the consumer advertisements, shown on 
page 407, also bears a message for manufacturers. No concern 
which identifies its products can afford to be thought old-fashioned 
or unprogressive. The effect of this advertising was to produce 
just that impression about all manufacturers who might use Cello¬ 
phane advantageously, but did not. The advertising also taught 
people to look for and expect quality products to be protected 
by a dustproof covering wliich permitted visual investigation. 
If such wrapping was not provided, the consumer could only 
wonder why. 

From the initial broadside to manufacturers showing how their 
products would appear wrapped in Cellophane, to the current 
portfolio—^‘What Price Cellophane''—the producer has not 
permitted his prospects to forget the rapid progress that Cello¬ 
phane is making. Names of leading advertisers w'ith pictures 
of their products encased in the transparent wrapper are per¬ 
sistently circulated among those who have as well as those who 
have not adopted Cellophane. In addition to this prestige of 
patronage, which is given the widest publicity, exhibits of 
forth-coming, large-space advertising in full color is extensively 
circulated. This is a reminder that if the manufacturer uses 
Cellophane the consumer advertising will be working for him. If 
not, it will just as surely be working against him and for the com¬ 
peting or substitute product which wears a Cellophane wrapper. 

In 1928 an improvement was effected which made Cellophane 
moistureproof as well as dustproof. This greatly extended the 
market, as the new form could be used for cigars and cigarettes 
and for other products where the exclusion of moisture, or the 
even more difficult feat of holding moisture, was important 
in maintaining uniform quality. The first industry to adopt 
the moistureproof Cellophane was the cigar manufacturers. It 
was found that the machines which had previously wrapped 
the cigars in tin foil could easily be transformed to use the new 
cellulose film (which is the real name of "Cellophane") instead 
of the tin foil. 

The next industry was that of the closely allied cigarette. 
Some of the smaller operators had adopted Cellophane soon after 
the radical price reductions of the first years made it economically 
feasible, but without giving the innovation extensive publicity. 
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Then Camels got in step and with the million-dollar contest 
which announced the new wrapping, the R. J. Reynolds Company 
spent more money in a few months advertising Cellophane— 
along with its contest—than its manufacturers had spent in all 


You can lUeratty See 

WlUnfailKIIMnOI 

... thru '^Cellophane** 


When you buy Cellophane* 
wrapped merchandise yon can be 
■ore that it is absolutely protected 
from dust, dirt and handling. No 
better example of this can be of¬ 
fered than the fact that the F. H. 
Boberu Company uses it as the 
outer wrap and protective aeal for 
its famoua Apollo Candies. 

For when Cellophane is used as a 
sparkling, beautified outer wrap¬ 
ping, you have the comforting 


knowledge that the product it en¬ 
folds reaches jrou attractive, clean 
and in perfect condition. You owe 
it to yourself to look for those lead¬ 
ing brands of candy, drugs, bakery 
products, toilet articles, dried and 
randied fruits, smoked and cured 
meats and textiles which now are 
wrapped ill Cellophane. It is a 
touch of quality ‘hat bespeaks the 
manufacturer’s interest in your 
complete satisf action. 


To MANUrACTURBRS: See how Cellophane wili 
enAonre the aalet value of your product. We'll 
be glad to tend you actual proof upon receipt of 
a word from you — on your letlerfieotf. 

DU PONT CELLOPHANE CO., Inc. 

Safes OfficeM: 40 West 40th St., New York City 
Plant and Executive O^cei; Buffalo, New York 


One of the early Cellophane advertisements. 


the years it had been on the market. Three million dollars was 
expended to inform the public how another million was to be 
given away to those who best explained how a Cellophane wrap¬ 
per would enhance the pleasure of cigarette smoking. If there 
was anyone in the United States who didn*t know that product 
when the Camel campaign started, he was not long left in ignor¬ 
ance. The American Tobacco Company soon followed and 
instituted an improvement on the Camel wrapper. It was the 
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“Lucky Tab ” which made it easier to open the package. Other 
millions were now spent in advertising Cellophane as a wrapper 
with a tab for Lucky Strikes. In Chap. XX, it is related how 
the Armco president christened this “collateral" advertising. 
But Armco iron never reaped such a bountiful harvest as did 
Cellophane during these two cigarette campaigns. 

A pricing policy was early established by Cellophane that has 
contributed greatly to its outstanding success. The price has 
been consistently reduced as rapidly as improved methods of 
manufacture and increased volume lowered costs. First prices 
were almost prohibitively high—$2.65 a pound. It was neces¬ 
sary to cover high manufacturing costs. Always’ the price has 
been set by costs and reductions made wherever economy in costs 
permitted. 

The handling of the trade-mark has presented difficulties 
As already pointed out, when a new item of merchandise is pat¬ 
ented under a definite name, that name becomes common 
property upon the expiration of the patent. Again if the trade 
name—or trade-marked name—is permitted to become .so com¬ 
monly used that it is generic, the distinctiv('ness of the identi¬ 
fying name is lost. To prevent any question of this kind 
being raised, the DuPont Cellophane Company always places 
their trade name of the product in quotation marks, “Cello¬ 
phane.” In use they write “Cellophane” cellulo.se film. That 
is the method by which the name Vaseline has been so success¬ 
fully protected. It is not merely Vaseline, but “ V'^a.seline ” 
petroleum jelly. 
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CHART I-MARKETING 


STUDIES NEEDED BY A MANUFACTURER 
PRIOR TO A CAPITAL INVESTMENT IN 
THE PRODUCTION AND MARKETING 
OF A NEW CONSUMER PRODUCT 


I- 1HE MARKET 

Who will use the new PRdOUCTI (what class of people)_ 

WHAT IS THE GEOGRAPHICAL LOCATION OF THE MARKET T (WHERE ARE THEY LOCATED) 

WHAT IS THE INCOME OF THE POTENTIAL USERS QF THE NEW PROOUHT_ 

WHAT AREAS CONTAIN THE MAJOR mRT OF HE MARKET 1_ 

WHAT IS THE GROWTH PHOJECTIOM OF THE MARKETl- 

WHAT IS THE PRESENT CONSUMPTION OFCOMFWRATIVE PRODUCTS T- 

WILL THE^tW PRODUCT CO INTO EXPORT FIELDS) ■ 

2. BUyiNG HABITS OF THE MARKET (Distributive Group) 


WHO WILL BUY THE NEW PRODUCT (WHOLESALERS AND RETAILERS)_ 

WHAT IS THE AVERAGE NUMBER OF PEOPLE WHO MUST BE CONTACTED 

BEFORE THE ORDER CAN BE CLOSED)--- 

WHAT IS THE AVERAGE TIME BETWEEN FIRST CONTACT AND SALE'- 

WHAT RELATIVE WEIGHT DOCS THE MARKET GIVE TO QUALITY, STYLE.SERVICE 
OR OTHER QUALITIES OF THE NEW PRODUCT, ESPECIALLY IN RELATION 

TO THE MERCHANDISE WHICH IT WILL REPLACE)^_ 

AT WHAT SEASON IS THE BUYING DONE'_ 

WHAT ARE THE MARKET PRACTICES ON DISCOUNTS,ALLOWANCES,BILLING 

CREDIT OR OTHER FINANCIAL FACTORS )_ 

WHAT PRICE CAN YOU EXPECT THE MARKET TO PAY FOR THE NEW PRODUCT_ 

ON the basis OF current PRICES OF COMFVkRATIVE GOODS* — 

(Ultimate Consumers) 
























































































410 


Marking F^icm 


CHART ^MARKETING 

(CONTINUED) 


STUDIES NEEDED BY A MANUFACTURER 
K TO A CAPITAL INVESTMENT IN 
THE PRODUCTION AND MARKETING 
OF A NEW consumer PRODUCT 




6 CHANNELS OF DISTRIBUTION 


WHAT TYPE OF DiSTRiaUTION WILL BE USED I- 

(A) FACTORY SALES BRANCES^_ 

(BI EXCLUSIVE DISTRIBUTORS'_ 

(Cl GENERAL WHOLESALERS*_ 

(Dl EXCLUSIVE DEALER!_ 

(E) FREE DEALER_ 

(FI FACTORS-AGENTS-BROKERS I_ 

(G) DIRECT TO CONSUMER 1_ 

(HI LARGE OEWWTMENT STORES.MAIL ORDER-CHAINS ONLY*- 

(I) ANY COMBINATION OF THESE'_ 

WHERE WILL SERVICE STOCKS BE MAINTAINED'_ 

(A» FACTORY_ 

(B» BRANCH WAREHOUSES_ 

ICI SERVICE WAREHOUSES_ 

(D) distributors-wholesalers-retailers_ 

IP THE NEW PRODUCT IS SUBJECT TO EXPORT,WHAT TYPE OF DISTRIBUTION WILL BE USED! 


7 SALES PROMOTION 

WILL THE NEW PROOua HAVE ITS OWN SALES PROMOTION SET UP I_ 

WILL A NEW ADVERTISING SECTION OR DEPARTMENT BE NEEDED'_ 

WILL A NEW OR EXTENDED AGENCY CONNECTION BE NEEDED*_ 

WILL DISTRIBUTORS BE AIDED WITH LOCAL ADVERTISING*_ 

OTHER SALES PROMOTION AIDS'_____ 

WHAT SALES PROMOTION AIDS WILL BE SUPPLIED TO WHOLESALERS' RETAILERS'_ 

WILL ADVERTISING AND SALES PROMOTION COSTS BE SHARED BY DISTRIBUTORS *_ 

WILL there be ORGANIZED PUBLICITY!_ 

what IN GENERAL are THE SALES PRO-PRACTiCES OF DISTRIBUTORS_ 

FOR RESELLING THE PRODUa'_ 

WHAT SALES PROMOTIONAL EFFORT IS BEING MADE BY COMPETITIVE MANUFACTURERS '_ 

WHAT WILL BE THE BASIS OF THE SALES PROMOTION BUDGET'_ 

8 ORGANIZATION AND MANAGEMENT OF SALES FORCE 


WILL A SPECIAL SALES STAFF OR DEPARTMENT BE NEEDED FOR THE NEW PRODUCT l_ 

WILL SALESMEN NEED SPECIAL OR TECHNICAL TRAINING*_ 

WILL the ENTIRE SALES FORCE WORK FROM THE HOME OFFICE'_ 

HOW WILL TERRITORIES AND ROUTING BE HANDLED!_ 

IF SALES ARE SEASONAL,WILL SALESMEN DO MISSIONARY WORK BETWEEN TIMES'_ 

WHAT MISSIONARY SELLING WILL BE NEEDED FOR INTRODUCTORY PURPOSES'_ 

WHAT SALES PROMOTIONAL AIDS WILL SALESMEN RECEIVE*_ 

WHAT WILL BE THE BASIS OF SALESMENS COMPENSATION*_ 


IIHIIHinillHIl 

maBBBBBaamBmBBaana 

■E9E9BHBE9naBBnEDDQOa 

■nDDHDBaDBDBDDQDaa 

■□DDHDDBDDBDDDQDDa 

■□□□■□□□□□DDDDBaoa 

■□□□■□□□BBBaDpaaDa 

■□□■■■DDDBIBDaDBaB 

■□□■■■DBDDBBBDBaaa 

■DDIIBDDDDBBDBaaBB 


■BBDBaBBBBBBBBBBBB 

■BOaiaaDDDBBBBBIBB 

BBBBBaBBBOaBQaBBBa 


BBBEDaBBBBBaBnBBBB 

BaDBBaBBBBBBBBBQBB 

BBBSBDBBBaaBBBQBBB 

BBBBBDBBDOaBBBQBBB 

BBBBBDBBaBBBBBDBBB 

BBOBBBBBaDaBBDaBBi 

BBDBBBBBBaBBBBaaiB 

bbbbbbbbbbbbbbBbbb 

BBBBBBOBDBBBBDBBiB 

■BBBBDBBHBDBBDaBBB 

BBBBBBBBBaBBBBBDBa 


_IBDBBDDBBI 

■BBBBBBBDBBBBBBBBl 

■BBBBSQBDBBB- 

■BBIBBBDDBBB _ 

■BBEEBBEBBBBBBBBBBl 

“““““"rz“rr3BnciBf 

■BBBBBBBDBBBBBBB 


9 OTHER FACTORS 

IS THE new product PATENTABLE!___ 

IS ITS trade mark protected*_ 

ARE ALL CLAIMS TO ROYALTIES OR OTHER INDEMNITIES SETTLED*_ 

DO ROYALTIES LIMIT THE MARKET FOR THE PRODUCT 1_ 

DO CODES AND/OR OTHER TRADE AGREEMENTS LIMIT THE MARKCT OR SALES EFFORTS! 

HAVE LOCAL TAX AND OTHER CIVIL PROBLEMS BEEN SOLVED*_ 

HAVE ALL transportation PROBLEMS BEEN CONSIDERED*_ 


■BBBBBBDBBBBBBBBBB 

IBBBBBBBBBBBBBBBBB 

ibdbbbbbbdbbbbdbbbI 

ibbbbbbbdbbbbbdbbbI 

ibbbbbbbbbbbbbdbbbI 
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CHAPTER XX 


Industrial Marketing 


What Industrial Marketing Is. —The United States is justly 
called an “industrial nation.“ This means that more of its 
people gainfully employed are engaged in producing and distrib¬ 
uting manufactured or processed products than in agriculture 
and transportation. The initial stage of production occurs on 
the various farms, in forests, mines, and fishing grounds. Prod¬ 
ucts that come from these sources are largely subject to processing 
or being changed in form, which the economists call “adding 
form utility.” Of the 69.9 billion dollars turned out by the fac¬ 
tories in the United States in 1929, 21.8 billion dollars went into 
other factories in the form of raw materials. This statement 
needs some explanation. Coal is obviously a raw material, but 
it is not subject to further fabrication. However, iron ore, in 
contrast with coal, is raw material for steel mills. The iron ingots 
which come from the smelter and which are the finished product 
of the smelter constitute this raw material. The steel sheets 
that come from the rolling mill are raw materials for the auto- 
mobile-body manufacturers, and even the completed bodies are 
only “parts” to the automobile assemblers. This is illustrative 
of the progress of the very large number of products from one 
factory to another. As just stated, one-third of the products 
of the factories go to other factories. Not only that, but of the 
47.2 billion dollars which the manufacturers expend for raw 
materials, 17.3 billion dollars come from some middlemen. 
Chief of these are industrial distributors. 

With a large number of products there is no marketing problem 
such as we recognize with goods that go to the individual con- 
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flumers. When Goodyear Tire & Rubber Co., Inc., entered 
into a contract with Sears, Roebuck and Co. to supply the latter 
with automobile tires, the transaction was handled by the presi¬ 
dents of the two firms. Exchange of a few letters and a few 
long-distance telephone calls to make final adjustments in the 
contract constituted the whole selling campaign for goods that 
ran into millions of dollars. This is typical of similar contracts 
for supplita, except that more was involved than in most con¬ 
tracts. No real marketing problems arc involved in buying and 
selling raw materials, such as are found in connection with dis¬ 
tributors of manufactured goods, which are sold in small quan¬ 
tities to be used by many individuals. But this is by no means 
a complete picture of industrial marketing. The factories require 
a very large number of supplies in addition to the material which 
goes into the products which they manufacture. Lubricants, 
paints, oil, hand tools, motors, power-transmission machinery, 
and a host of other items arc required to operate a factory. 
These frequently require a greater variety of selling effort than 
goods that pass through retail channels. 

The elementary texts on marketing h*^ve little to say about 
industrial goods It is assumed that this is a highly specialized 
and more or less technical field. Both assumptions are correct. 
However, it is sometimes inferred that most of the industrial 
market is covered by selling direct to factories, transportation, 
and construction companies, which is far from true. The busi¬ 
ness censuses have lumped the sale of industrial goods in with 
wholesaling, where such goods are sold through distributors. 
This produced the incongruous effect of a wholesale business 
considerably in excess of retail sales for the country as a whole. 

When a wholesaler of foods sells to hotels, dining car*^, and 
ships, in strict logic and under the commonly accepted use of 
the term, he is not doing a wholesale business. He is rather what 
we like to designate as an “industrial distributor.” It is true 
that many wholesalers who sell primarily to other distributors 
also act as industrial distributors in this sense. When thes(‘ 
wholesalers reported their sales for the census, they did not indi¬ 
cate what part was for resale and what part for industrial con¬ 
sumption Wholesalers of foods, drugs, hardware, coal, and 
other consumer goods also sold to large-scale consumers and to 
that extent were industrial distributors. 
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Industrial Distributors. —The industrial distributor as a type 
of merchant does not handle consumer goods but sells only to 
manufacturers or to other large operators; he has little resem¬ 
blance to the class of wholesalers generally recognized by that 
term. The industrial distributor buys from manufacturers and 
sells to those who consume the goods so bought in the course of 
their business. With a very few exceptions these goods do not 
enter into the finished product but are used up in general opera¬ 
tions. Hand tools, conveyors, lubricants, building and electrical 
supplies, and detergents and other cleaning materials are impor¬ 
tant items in a long list handled by industrial distributors. 

While electric motors and materials-handling equipment are 
very generally sold by industrial distributors, no raw materials, 
fuel, or primary power equipment are included in their stocks. 
Such supplies, including products bought for further processing, 
are sold direct, or through brokers. These products obviously 
could not be stocked by a middleman. This is the very service 
that makes many industrial distributors indispensable to con¬ 
tinuous factory operation. ‘ If the power engineer suddenly dis¬ 
covers that his supply of light oil is exhausted, or if the foreman 
of the pressroom of a large publisher finds that he has failed to 
replenish his supply of “dryer,a costly shutdown may be neces¬ 
sary if there is no industrial distributor available with a ready 
supply. As a general rule, such items suffer loss through deteri¬ 
oration if kept in stock too long. A year's supply is usually 
damaged before the last is used up and, besides, storage space is 
expensive. 

Manufacturers sometimes act as industrial distributors for 
allied but noncompeting products. For example, printing-type 
houses sell printing presses, printing inks, wood type, “furniture," 
galleys, and type cases for other manufacturers. These items 
are illustrative of hundreds, if not thousands, of products that 
are bought at long intervals or in small quantities, like sweeping 
compounds and small motors. The need may be urgent, but 
the value involved small. 

Firms manufacturing fire-fighting apparatus is another example 
of processors who act as industrial distributors. They sell 
chemicals, hose, firemen^s boots, gloves, helmets, smoke masks, 
and many other items used by firemen. Most such goods are 
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bought so infrequently and in such small quantities, especially 
in the smaller cities, that the producers could not afford to send 
salesmen to call on all the fire departments in more than 10,000 
cities and towns. 

Where the factory also acts as a sales agent—or industrial dis¬ 
tributor—it is now common practice to organize a separate com¬ 
pany to take charge of sales. General Foods Sales Company 
and the Borden Sales Company arc selling agents for the parent 
companies and owned by them; so is the American Type Founders 
Sales Company, which is owned and controlled by the American 
Type Foundry, Inc. Many others might be named. 

There are many services offered by industrial distributors 
which arc of value to their customers, the manufacturers. One 
of the most valuable of these is that they employ salesmen who 
are generally technical or semitechiiical men. They can explain 
products and have time actually to do a real selling job. As 
compared with a salesman for a wholesale grocer, the industrial 
salesman can spend much more time with each customer. He 
docs not need to call so often and is not required to make so many 
calls a day. 

This has put industrial distributors in the position of sales 
organizations for many manufacturers; this applies rather to 
specialties than to general shop supplies such as waste, sweeping 
compounds, towels, and other staples of the shop and factory. 
For a large part of his supplies, the industrial distributor does 
not represent any one manufacturer but buys where he can get 
the most for hi.s money. There are not many of them; 2,000 at 
moat in the whole country. But as S75,000 is regarded as the 
minimum capital for successful operation, it is evident that the 
magnitude of this business is large. 

With trade-marked items, like motors, tools, lubricants, mate- 
rials-handling equipment, etc., the makers usually advertise in 
industrial publications, and this advertising is merchandised to 
the distributors The suppliers often furnish printed inserts for 
the catalogues of their agents. When a prospect is visited and 
quotations made, the distributor notifies the manufacturer, and 
he in turn protects his representative if the prospect comes to 
him direct. At least that is the theory, and all but a few chiselers 
live up to it. 
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In the case of such products as waste, excelsior, lumber, and 
other items handled primarily in bulk and not trade-marked, it 
is largely a matter of price and convenience in shipping. The 
market is inelastic, and there is little that fabricators can do to 
assist distributors with sales. 

Who Buys from Industrial Distributors. —The chief source of 
supplies which are consumed by manufacturers but which do not 
constitute a part of their finished product is the industrial dis¬ 
tributor. There is no fixed practice in regard to buying these 
supplies. One factory will buy direct from the manufacturer, 
while an even larger factory and larger user will find it convenient 
and profitable to buy from a distributor. In 1936, the writers 
conducted a survey in this field, covering 357 manufacturing 
plants, which purchased 51 million dollars^ worth of industrial 
supplies during that year. This survey revealed that the follow¬ 
ing are purchased as often from industrial distributors as from 
the producers: 

Abrasives. 

Belting. 

Electrical supplies. 

Heavy hardware. 

Machine tool accessories 

Maintenance supplies. 

When purchasing electrical supplies, 20 factories bought from 
distributors to one which bought from a manufacturer. Ten 
times as many factories bought small tools from distributors as 
bought them direct. About one-third of the factories purchased 
their abrasives direct from manufacturers, while two-thirds 
depended upon the distributor. Sixty-idght per cent of belting, 
75 per cent of power supplies, and 80 per cent of the building 
supplies were also bought from distributors. 

The industrial distributors are located for the most part in the 
large industrial centers and are extensive operators. It is esti¬ 
mated that #100,000 constitutes about the minimum annual sales 
for successful operation. Their customers include the largest as 
well as the smallest factories, and the buyers who place orders 
with them are given a veiy great variety of titles.^ 

' The following titles are enumerated by industrial buyers. There is iin 
unanimity nor does any one of the following title.s indicate that the man has 
a more important position as purchasing agent than some other title: 


Motors, 

Portable electric tools. 

Power-plant supplies. 

Small tools and hand tools and 
building supplies. 
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The industrial distributors employ salesmen the same as other 
large middlemen. It is evident, however, that the number of 
customers in most instances will not be so great as for institutions 
selling to the retail trade. Orders are much larger and margins 
smaller. Furthermore, influences such as the ability to make 
prompt delivery, advantageous transportation rates, reciprocal 
buying, and the general dependability of the firm as well as the 
ability to meet competitive prices are the principal factors in 
making sales. A very considerable amount of their business is 
transacted by telephone, and immediate service is frequently 
imperative. 

Industrial Goods Sold Direct. —Nearly 60 per cent of the goods 
in the industrial field are sold direct. While classification lines 
are not sharply drawn, the following may indicate the chief types 
of products so sold: 

1. Heavy machinery, especially that of original design. 

2. Basic materials subject to frequent price fluctuations; copper, sugar, 
flour, rubber, and petroleum. 

3. Supplies bought in very large quantities such as railway ties and spikes, 
telegraph poles and >\ire, pig iron, tin and steol phtes, and newsprint. 

It is evident that such equipment as the following must be 
specifically designed for a particular job and perhaps also to fit a 
general scheme: marine engines, railway locomotiv(\s and cars, 
perfecting printing presses and presses for heavy stamping and 
die cutting, power-plant equipment, as well as looms and all but 
the smallest boats. Such purchases as these must all be made 
under contract and definite specifications. 


President 

Vice-president 

Treasurer 

Secretary 

Purchasing agent 

Superintendent 

Manager 

Partner 

Maintenance mechanic 
Chief electrician 
Foreman 
General manager 
Office manager 
Assistant purchasing 
agent 


Chief engineer 
Department for'*man 
Millwright 
Brew master 
Assistant superintendent 
Foundry superintendent 
Machine supply superin¬ 
tendent works manager 
General storekeeper 
Electrician 
Chemical engineer 
Janitor 

Master mechanic 
Plant engineer 


Tool engineer 

Metallurgist 

Owner 

Assistant treasurer 
Corporation clerk 
Shop foreman 
General lubricating engi¬ 
neer 

Power engineer 
Construction superin¬ 
tendent 

Plant supervisor 
Engineering and main¬ 
tenance manager 
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Sometimes the specifications are given in terms of work to be 
done. An engineer-salesman for Ingersoll-Rand, in selling large- 
capacity pumps for water supply or drainage, avoided direct 
competition by quoting prices on equipment installed, having a 
guaranteed rate of operation and maximum cost per unit of work 
done. While this tlirew the burden of designing upon the manu¬ 
facturer, it gave him an opportunity to adapt stock machines to 
the required equipment. This usually proved more profitable 
than supplying machinery designed and specified by someone 
who disregarded the firm^s stock production. This method of 
sale has also proved popular in export business. 

Another salesman of engineering experience sold a large lum¬ 
bering company, of the state of Washington, a fleet of trucks on 
a comparison of the cost of transporting the logs and lumber by 
truck rather than by horse-drawn vehicles. 

In goods subject to frequent price fluctuations, the chief task 
of the salesman is to be a market analyst who can accurately 
forecast business conditions. His buyers, having little or no 
preference in products, will usually follow the salesman who can 
best advise them when to lay in for future needs and when to 
buy only for present requirements. 

Supplies bought in large quantities, such as those mentioned, 
require a vast amount of storage space and are often bought with 
provision for delivering specified quantities at different times and 
places. 

Political divisions of the country constitute a large part of the 
industrial market, especially for this class. The Federal govern¬ 
ment, states, counties, and municipalities are constantly buying 
equipment for the fire and street-cleaning departments as well as 
sewer and water pipes for replacements and developments. 
Blank books, typewriters, safes, oil, and coal are some of the 
supplies bought regularly. 

The shrewd buyer of industrial goods, as well as all others, 
assists the seller in keeping down his sales costs. This is contrary 
to an old idea which regarded any inconvenience to the one from 
whom purchases were made as advantageous. One of the great 
public utilities, in submitting its requirements for coal, asked 
bids for a year’s supply : 

1. Delivered at once. 

2, Delivered as needed. 
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3. Delivered in stated quantities each month. 

4. Delivered at the sellers' convenience, but one-fourth of the required 
amount to be delivered each quarter. 

The idea was to give the sellers an option so flexible that they 
could choose the way most economical for them. The result 
was a worth-while saving. 

Collateral Advertising. —Armco iron, manufactured by the 
American Rolling Mill, is a rust-resisting metal which is sold 
almost wholly for further fabrication. It is used in making 
culverts, washing machines, mechanical refrigerators, water pails, 
garbage cans, caskets, and a multitude of other products. In 
spite of the fact that Armco is not sold to the consuming public 
direct, the manufacturer has done a very extensive job of con¬ 
sumer advertising. The obvious purpose of this advertising is to 
bring pressure on those who buy the product for further fabrica¬ 
tion. There is nothing uniqu3 about that. Molybdenum 
steel, Timken roller bearings, Fisher bodies, stainless steel. Ton- 
can steel, and several other products have been advertised to the 
consumer market for the same purpose. 

Armco iron has gone considerably further than the others in 
that it has succeeded in inducing the manufacturers to whom it 
sells to mention the fact that Armco iron is used in their washing 
machines or whatever other product it might be. This adver¬ 
tising was computed to be about ten times as great in extent 
—measured in dollar volume—as was the Armco advertising; 
that is, for every J1,000 that the American Rolling Mill spent, 
those who bought its products spent $10,000 to advise their 
customers that they used Armco as a foundation metal. 

This was not just a happy accident. Rennet Chappel, who 
was in charge of the Armco advertising, employed a small sales- 
force to go to the customers of the mill and sell them on the 
advantage of mentioning Armco iron in their advertising. This 
was so successful and followed through to such an extent that 
some of the leading retailers of the country, including John Wana- 
maker, also mentioned Armco in advertising products which 
were made from it in whole or in part. 

The advantages of this advertising were striking. First and 
foremost, a fabricator who had been advertiwsing his use of Armco 
iron found it very difficult to discontinue it and substitute some 
other make. Further, it put fabricators who did not use Armco 
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at a serious disadvantage in the consumer market. Many a 
retail sale has been lost or made according to the answer to this 
question of the consumer: “Is it made of Armco iron?” 

G. M. Verity, chairman of the board of the American Rolling 
Mill, christened the publicity given his product by his customers 
as “collateral advertising.” 

Scope of Technical Goods. —As we have used the term “tech¬ 
nical goods” here, we refer to technical consumer goods—as 
stated above, those that are bought under the advice and direc¬ 
tion of a professional adviser. In the industrial field a large 
part of the goods which are not raw materials are technical. 
But there the buyer is probably also a technical man and able to 
rely on his own judgment. This is not true of general consumers 
who, in the aggregate, buy huge quantities of goods, the nature 
of which they do not understand and the use of which they would 
seldom undertake except on the advice and with the directions of 
an expert. 

Drugstore products constitute many items of this class. They 
vary all the way from medicines, of which the consumers do not 
know the name or the purpose, to such common household reme¬ 
dies as iodine and castor oil. 

In the case of the automobile and its supplies, th(' expert’s 
advice is a strong influence but is accepted as coming from an 
artisan rather than a professional expert, hence is of far less 
prestige and, consequently, less influential. There is very little 
assurance on the part of the consumer as to which is the most 
satisfactory gasoline, the longest wearing tire, or the best lubri¬ 
cant . He i.s generally open to suggestions, or, if not, has accepted 
the advice of the one who sold him the car, relying on him as an 
authority. 

What make of car to buy is sometimes decided by experi¬ 
ence, in part by advertising or by the reputation of the manu¬ 
facturer, but perhaps most of all by the ability of the salesman 
and by the trade-in allowance held out as an inducement. Once 
the car is bought, replacement parts, such as spark plugs and 
piston rings, are accepted about pcr cent on the recom¬ 

mendation of the mechanic at the garage. This does not result 
from confidence in the mechanic’s judgment but is done with 
the idea of placing the responsibility on him. If the new part 
fails to give satisfactory service, there is no remedy if the buyer 
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has dictated the kind. But the mechanic is supposed to stand 
back of his recommendations. 

Electric supplies and equipment offer a narrow choice, but 
either Westinghouse or General Electric is regarded as standard 
and is accepted on the maker's reputation. The mechanical 
refrigerators are still sold, rather than bought, and the salesman 
has gn^at influence. These are technical, as a buyer would not 
rely on his own judgment in making a selection, especially for 
the first one purchased. 

A relief for headache, poison for the ants in the yard, “some¬ 
thing for a cold," and a remedy for sunburn are accepted on the 
druggist's advice. But the brands of cigarettes, toilet soap, 
razor blades, and shaving cream, as well as most cosmetics, are 
items for which the druggist's advice is neither asked nor taken 
if proffered. 

T1j(‘ architect at one ti’^ 3 was the final authority on all mate¬ 
rials that went into the new house. But now if he does not 
specify Anaconda copper, Hoffman valves, Johns-Manville 
insulation, and Fenestra window sash, he is at once on the defen¬ 
sive and explanations are demanded. 

The tailor, the milliner, and the clerks in such stores as Alt¬ 
man's and Marshall Field's all have considerable prestige when 
advising customers as to the clothing they should wear. This 
is true of salespeople to such an extent that the management of 
one of the largest chains of men's clothing stores in the country 
engaged a color and design expert to give his salesmen a course 
in fitting apparel to the wearer. These stores wanted their sales¬ 
men to be able to advise customers expertly. 

In the grocery store—the store most often visited—the fresh¬ 
ness of the \ egetables and how recently the bread has been leaked 
is about the only type of information relating to goods that clerks 
are asked to answer. And conversations with more than 600 
grocers incline ihe writers to believe that those who sell foods 
know so little aoout them that their advice should be generally 
disregarded on most products. 

Analysing an Industrial Market. —There is quite as much need 
for market analysis in the industrial field as in the consumers’ 
market. Those who produce raw materials must know how 
present supplies compare with past seasons; what new uses, if any, 
will increase the demand; and what substitutes may tend to 
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reduce the demand. Coal, iron ore, and lumber are largely sold 
to the large users on contract, so that the willingness or reluctance 
of these customers to enter into new commitments is indicative 
of future business. Then there are the futures markets in the 
commodity exchanges that indicate a probable trend for such 
products as cotton, grain, silk, rubber, leather, and industrial 
metals other than iron. 

Unfortunately, agricultural producers are not able or not will¬ 
ing to be guided by such forecasts, however dependable they may 
be. The one-crop farmer does not want to change his business 
so that when there is a low price and a heavy carry-over of cotton, 
for example, he can raise some other crop. He knows very well 
that there is an oversupply and that the price will be ruinously 
inadequate, but he hasn’t the equipment, the knowledge, or, 
in a large number of instances, the enterprise to change to a more 
profitable crop. So he stolidly plugs along hoping that somehow 
he will "get by." In recent years the government has stepped 
in and distributed money from the United States Treasury to 
help out these improvident farmers. In its lavish distribution 
of the people’s money to special interests in agriculture, the rich 
and poor have benefited alike. One extensive rancher received 
J100,000 in one year from a profligate government for cooperat¬ 
ing in the Department of Agriculture’s crop-control program. 
Where such conditions and such philanthropy prevail, market 
investigations and analyses depend too much upon political 
prognostications to be at all accurate. 

The manufacturer who furnishes materials for further fabrica¬ 
tion may be faced with a very difficult problem of forecasting 
sales, but he will have a large supply of accurate statistics avail¬ 
able as to the number and location of his customers and their 
ability to consume his product. He will also know who his com¬ 
petitors are and what are their capacities to produce. It is obvi¬ 
ous that, as the number of different industries served increases, 
market analysis becomes more difficult and more important. 
For example, the pulp and paper manufacturers have a market 
that changes very little from year to year. They will have about 
the same number of customers, who buy in quantities that 
fluctuate within narrow limits. Prices also tend to vary only 
slightly from one season to another. Business conditions will 
help or hinder both prices and sales. Aside from business fore- 
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casting and a constant checking of the supply materials used in 
their manufacturing, the market analysis in the paper industry 
attempts little. Sales promotion is directed largely at competi¬ 
tion rather than at creating new business. 

With such products as Cellophane, Bakelite, galvanized sheet 
steel, lubricants, glue, and solder, which are used in a large 
number of industries, the market will depend on so many things 
that a careful and extensive analysis at frequent intervals will be 
necessary to keep all sales possibilities covered. 

The manufacturer of parts, such as carburetors, roller bearings, 
axles, watch cases, and hatbands, is strictly limited by the indus¬ 
tries to which he sells. Market analysis to him is largely a matter 
of checking on competitors and a study of conditions which affect 
the sale of the products to which he contributes parts. 

Some products may be treated either as industrial or as con¬ 
sumer goods. A fur-cleaning compound is an example. The 
manufacturer is undecided whether he should restrict sales to 
fur and department stores or whether a consumer market could 
be created which would ultimately be more profitable. Two 
questions must be answered before a definite decision can be 
made: First, would the ultimate sale be any more if consumers 
were cultivated? Second, could a consumer price be made attrac¬ 
tive which would cover the added cost of selling for home use 
rather than to those who commonly do the cleaning? This 
requires an extensive and difficult analysis that will be expensive, 
perhaps so expensive that securing a dependable answer will be 
accomplished by one or two test campaigns. 

The method of analyzing an industrial market follows the same 
general pattern as that of analyzing a consumer market. Statis¬ 
tical data are much greater in amount, so there will be less need 
for a market index, except with new products to be used in a 
wholly new way like Cellophane or Bakelite, which are replacing 
many other less satisfactory materials. The industrial market is 
less responsive to sales-promotion efforts than consumer markets. 

The Commodity Exchange. —One market agent used exten¬ 
sively in industrial markets, but not well adapted to the consumer 
market, is the commodity exchange. This institution has devel¬ 
oped out of or along with such organizations as the Chicago 
Board of Trade, the chief purpose of which is to provide a futures 
market for grains. It differs from the various stock exchanges in 
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that the latter are organized to provide an immediate cash market 
for stocks and bonds. The principal purpose of a futures market 
is to provide manufacturers or others handling large amounts of 
raw materials with an opportunity to hedge against loss through 
change of price within specified periods of time. 

The following description of the Commodity Exchange, Inc., 
portrays the general pattern of most of the exchanges and may 
be regarded as typical: 

This is a membership corporation organized under the laws of the 
State of New York. If was formed in 1933 as a result of the consolida¬ 
tion of the New York Hide Exchange, The National Metal Exchange, 
The Rubber Exchange of New York, and The National Raw Silk 
Exchange. 

The formation of the consolidated exchange marked the most recent 
attempt at conducting futures trading in several commodities of an 
entirely different nature on one floor and under a common authority. 
At the time of the consolidation. Commodity Exchange, Incorporated, 
maintained futures markets for crude rubber, raw silk, hides, silver, 
copper, and tin. Trading in silver futures was discontinued in 1934 
following the nationalization by the United States government of silver 
held in storage in this country. Since the inception of Commodity 
Exchange, Incorporated, futures markets in lead and zinc have been 
added. 

Memberships in the Exchange are owned by individuals who repre¬ 
sent a cross section of the rubber, silk, hide, and metal trades and most 
of the well-known brokerage and commission-house firms with branch 
offices and correspondents in practically every important city in the 
United States and abroad. Among the trade members are leading 
producers, merchants, and manufacturers, spread over 20 states of the 
Union and 19 foreign countries, including such distant places as Egypt, 
India, China, and Japan. 

Only individuals are eligible for membership on the Exchange. A 
partnership, if a general partner thereof is a member of the Exchange, or 
a corporation, an executive officer of which is a member, may have their 
business transacted at the rates of commission prescribed for members. 
A member cannot confer the privilege of his membership upon more than 
one firm or corporation at any one time. 

The membership of the Exchange is divided into six groups kfiown 
as the Rubber Group, the Silk Group, the Hide Group, the Metal Group, 
the Commission House Groups, and the Non-Trade Group. 

The Exchange is managed by a Board of Governors of 28 members 
elected from the Hide, Metal, Rubber, Silk, Commission House groups 
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—five members from each—and three members from the Non-Trade 
Group. The officers are the President and five Vice-presidents, who 
head the respective Hide, Metal, Rubber. Silk, and Commission House 
g;roups, and a Treasurer. The officers are members of the Board of 
Governors and are included in the 28 members mentioned above. 

Fair and ethical conduct on the part of the members of the Exchange 
is assured by strictly enforced disciplinary rules and by the careful 
supervision exercised by the Board of Governors both directly and 
through se\'eral committees appointed by the Board. There are several 
so-called ''Trade Group Committees” which supervise the affairs of 
their respective commodities, regulating such matters as the mechanics 
of delivery, quality requirements, etc. 

In addition to providing facilities for the conduct of futures trad¬ 
ing under established rules and regulations, which are embodied in the 
by-laws and rules, another important function of the Exchange is to 
acquire and disseminate useful information concerning the commodities 
for which the Exchange maintains a futures market. For this purpose, 
a statistical department has been set up which assembles and compiles 
statistical information and supervises its distribution to members and 
nonmembers of the Exchange through the medium of a Daily Market 
Report, a Weekly Survey, and Monthly Statistical Supplements and 
Charts. 

Hedging and the Exchange. —It is supposed that the reader 
understands in a general way what a hedge is and how it works. 
However, it may be interesting to follow step by step a hedge for 
a tire manufacturer used for protection against loss through 
price fluctuations of crude rubber. In order to be insured against 
interruption in his manufacturing processes, the larger tire manu¬ 
facturers keep at least three months' supply in sight. Some of 
these manufacturers own their own rubber plantations, but none 
produce all that is needed. Suppose one of these companies 
buys 1,000 tons of crude rubber from an exporter in British 
Malaya on the basis of the prevailing New York price of 15 cents 
a pound. 

In the past, the price of rubber has fluctuated through wide 
variations, often influenced by manipulation or governmental 
regulations. In 1910, it reached $3 a pound; in 1932, it dropped 
to 2^ cents. In 1926, it varied from over $1 to less than 10 
cents. 

The amount involved in 1,000 long tons (2,240 pounds) at 15 
cents a pound is $336,000. Suppose that by the time the rubber 
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arrives the price has dropped to 12 cents. That represents a 
sizable loss. But this buyer has hedged; that is, at the time ho 
gave his order for the rubber, he also sold a futures contract for 
an equal amount, the date of the contract to fall due shortly 
after the rubber is expected to arrive. Then, as the rubber goes 
into manufacture, the prevailing price is 12 cents. The hedger 
can buy at that price, plus commissions, to cover his first contract 
to sell at 15 cents. So the profit on the futures contract approxi¬ 
mately balances the loss occasioned by the drop in price. 

The original contract to sell was not a speculation It was a 
hedge that relieved the seller from the hazards of speculating that 
there would be no price change. This was selling “short”; that 
is, it was a contract to sell something that the seller did not have. 

If the change in price had been in the other direction, the buyer 
might wish that he had not hedged. He would not then be under 
contract to buy 1,000 tons of rubber at 18 ( ents to make good on 
his futures contract. He would have had a nice profit on his 
rubber; but that would have been speculative profit, and most 
modern manufacturers regard it as better business to avoid specu¬ 
lation. They can, as in this case, be insured against loss from 
fluctuating prices for approximately the cost of the commissions. 

Hedging and Raw Silk.^—In considering the uses of the raw- 
silk futures market as a hedging instrument for the silk-manu¬ 
facturing industry, the subject must be divided into two parts— 
the weaving or piece-goods industry and the knitting or hosiery 
industry. The weaving industry\s picture has changed com¬ 
pletely in recent years as a result of the expansion in the use of 
rayon, which has supplanted silk in many types of goods. From 
being the consumer of 60 to 75 per cent of the raw silk used in 
this countiy, ranging as high as 30,000 bales or even more a 
month, it has fallen to a scant 25 to 30 per cent of the total, 
seldom exceeding 10,000 bale.s a month. Some 20 or 30 years 
ago, the silk-weaving year was divided into two seasons, spring 
and fall. Orders were taken 6 months in advance and business 
was done strictly against orders. This, of course, required no 
hedging. With the expansion of the industry, however, produc¬ 
tion of goods for sale at a later date, such as the weaving of large 
quantities of gray goods in September and October, which will 
not be sold imtil 2 or 3 months later, became the order of the day. 

* From "Commodity Exchange, Inc.—Its Functions and Activities." 
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Under these conditions it was possible for the silk futures mar¬ 
ket to perform a needed service by eliminating the risk under¬ 
taken by a manufacturer in purchasing raw silk sometimes as 
early as June or July to be woven into goods in September and 
October and then sold in, say, January or February, at which 
time raw-silk prices might have declined to an extent which would 
ruin the manufacturer. Unfortunately, there was another ele¬ 
ment—the style element—entering into the picture which some¬ 
times entirely vitiated the hedging operation. 

Today manufacturers of broad silks are operating and produc¬ 
ing almost entirely against orders. So long as this procedure is 
followed there is little reason for the broad-silk manufacturer to 
use the raw-silk futures contract except on a merchandising basis 
as a means of purchasing his raw silk to better advantage, as will 
be explained later. 

Hedging by the Hosiery Manufacturer.^—The second division, 
which is today the bulwark of the silk industry abroad, as well as 
in this country, is the hosiery industry. It is true that raw silk 
represents only approximately 10 to 15 per cent of the cost of 
finished stockings. It is true, consequently, that a moderate 
fluctuation in raw-silk prices, such as 20 to 30 cents a pound, is 
not a ruinous matter to a hosiery manufacturer. Nevertheless, 
charts of hosiery prices and of raw-silk prices show very definitely 
that there is a parallel movement between the two. So long as 
there is a close paralleling of the price movements and an absence 
of the style factor which is present in the broad-goods industry, 
a hosiery manufacturer can hedge his raw material at whatever 
time he makes the sale of his finished product and be assured that 
the price he receives for his hosiery will be in fairly close relation¬ 
ship to the price of raw silk prevailing on the day when he makes 
his sale of the finished goods. It is therefore possible for a hosiery 
manufacturer to conduct his business so as to eliminate or reduce 
the risk of loss which is always inherent in the fluctuations of the 
raw material. 

The use of hedging facilities by a hosiery manufacturer is made 
even more desirable because of the extent of the risk which he 
undergoes. In the first place, most hosiery manufacturers make 
a policy of being covered on their raw-silk requirements for 2 or 
3 months in advance, and this represents 2 or 3 additional months 
» Ibid. 
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in which they are taking the risk of market fluctuations. In the 
second place, in order to be certain of securing the specific silk 
of the high quality, produced only by a few dealers, which they 
require, it becomes necessary for some manufacturers to purchase 
at times as much as 8 to 12 months in advance, thereby constitut¬ 
ing an even more extended period of risk. It is true that some¬ 
times this silk can be bought on a “Nariyuki” basis, which is 
somewhat similar to the '*on call” system in cotton, but not all 
of it is purchased that way. In addition, hosiery manufacturers 
as a whole will at times be carrying a large inventory of finished 
and unsold goods, which in the event of a market decline can be 
subject to a substantial loss in so far as the raw-silk content of the 
product is concerned. 

The Dealers’ Use of the Futures Market.^ —However, besides 
the elimination of the risk of market fluctuations during the time 
required for processing and even longer in most cases, there is a 
merchandising angle to hedging which is probably one of its 
major attractions and benefits to the manufacturer. At certain 
times of the year, owing to pressure in the spot market which is 
not reflected in the futures market, it happens, say one or two 
or three times a year, that spots sell at an attractive basis as 
compared with futures. For example, the equivalent of the base 
grade used on the futures exchange can at times be purchased as 
much as 5 to 10 cents a pound under the quotations in the futures 
market. It is important to bear in mind that at such times the 
manufacturer, by purchasing spots or actuals, for forward 
delivery from his suppliers and by hedging them by concurrent 
sales of futures on the Commodity Exchange can create a situa¬ 
tion where for the greater part of a subsequent period he can, by 
lifting his hedges, secure a price on his material 5 to 10 cents or 
even more a pound under the price prevailing on the day when he 
lifts his hedges. At such time, when it is possible to purchase 
spots attractively compared with a futures market, it would be 
good policy on the part of the manufacturer to anticipate his 
actual requirements for a long period ahead and hedge the pur¬ 
chase in the futures market in order to be sure of the saving at 
such times as he takes upon himself the risk of the material by 
lifting the hedge. This, incidentally, is the prime function of 

the futures market for the dealer iu actual rayr silk. 
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Other Functions of the Commodity Exchange. —The above 
paragraphs cover most of the important points eliminating specu¬ 
lation by the use of hedging. In addition to futures sales, the 
commodity exchanges prepare and adopt standards and classifica¬ 
tions of grades which greatly simplify buying and selling. In 
case of disputes there is a competent and impartial committee 
which investigates and awards compensation where injustices 
have entered. This, to an extent, takes the place of expert test¬ 
ing when goods are bought. 

It should be remembered that, when futures purchases are 
made, the goods are in warehouses licensed by the exchange. 
The uniform warehouse law covers the issue of these receipts and 
assures their strict validity. 

The principal commodity exchanges of the country and the 
items each deals in are as follows: 

Chicago Board of Trade: wheat, com, oats, barley, rye, cotton, jjork 
products. 

Minneapolis Chamber of Commerce: wheat, oats, rye. 

Duluth Board of Trade: wheat, rye, flaxseed. 

Milwaukee Chamber of Commerce: wheat, corn, oats. 

St. Louis Merchants’ Exchange: wheat, corn, oat.^. 

Toledo Produce Exchange: wheat, com, oats, clover, alsike, timothy. 

New York Cotton Exchange: cotton. 

New York Coffee and Sugar Exchange: coffee, sugar. 

New York Mercantile Exchange: butter, eggs. 

New York Butter and Eggs Exchange: butter, eggs. 

New Orleans Cotton Exchange: cotton. 

Chicago Butter and Egg.s Board: butter, eggs. 

It was only a few years ago that all transactions on exchanges 
and boards of trade were looked upon with suspicion and worse. 
Numerous laws and statutes were enacted to curtail or prohibit 
short selling. It was commonly stated that all the wheat grown 
in the country was bought and sold on the Chicago Board of 
Trade ^‘twenty times over” and that the expense of all that trad¬ 
ing was added to t)ie cost of marketing the wheat and so came out 
of the producers and consumers. 

Probably the exchanges could not operate if it were not for the 
speculators who trade on their floors. These men are specialists 
in their various fields, and it is their extensive and intimate 
knowledge of the conditions which govern the production and 
sale of the item in which they specialize that makes a futures 
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market possible. The remimeration they receive for their studies 
and investigations is the money they are able to make in bu 3 ring 
and selling. They know their markets so can trade more wisely 
than others less familiar. But the transactions in which they 
engage reveal their judgment concerning future developments 
and so may be valuable guides to other buyers—like manufac¬ 
turers—who have neither the vast information nor the same 
ability to discover the significance of events that the specialist 
possesses. 

The authors see no immoralities in this kind of speculation. 
It does not differ in kind or intent from many other ventures 
which pass without criticism. As we see it, an investment 
is loaning the use of capital for a stipulated amount. It is not 
expected that there will be other returns, as in the purchase of 
government bonds. A business enterprise plans to make money 
by being remunerated for a service. Often that service is the 
assumption of a risk which benefits those who participate. 
Insurance risks are simple examples. 

A speculation is assuming a risk where a profit is expected to 
result, not from the efforts of the one who assumes the risk, but 
from the combined efforts of a group. Buying and holding 
unimproved real estate in the hope that the value will increase 
is an example. One who buys stocks in the hope that they can 
be sold later at a profit also speculates. A gamble is the assump¬ 
tion of a risk that may bring a profit, but, if it does so, it will be 
because someone else lost, as in betting. 

To our minds, traders on the various exchanges are speculators 
from whose operations the public may benefit. This, however, 
is aside from the plan or aim of the speculator. 

It must not be supposed that a large part Of the country's 
manufacturers are accustomed to hedging. The vast majority 
buy as they need, increasing their surplus stock as they think 
prices may increase and buying from *‘hand to mouth” when 
they anticipate falling prices. They consult frequently with the 
salesmen who supply them and take their advice seriously. 

Industrial Salesmen. —Aside from advertising in technical and 
industrial publications, the opportunities for manufacturers to 
aid their distributors in the hardware and fabrics fields is narrowly 
limited and so depends to a great degree on the ingenuity of the 
sales executives. Writing paper has been extensively advertised. 
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The Hammermill Paper Company works out office systems 
adopting different colors to different blanks. These are adver¬ 
tised to the trade and so help to stimulate sales. Some of the 
other paper houses also advertise their brands to consumers, but 
this is not regarded by wholesale or industrial distributors as 
being particularly helpful to them. They feel that the manufac¬ 
turer by this advertising is going over their heads to printers and 
by so doing reduces the prestige and influence of the distrib¬ 
utor. The paper mills are asked to furnish paper without cost 
to the distributor for a limited amount of sampling and for his 
catalogues. 

In the case of unidentified merchandise there is little beside 
price that is considered. Promptness of delivery, low transpor¬ 
tation costs, and the certainty that there will be available goods 
when wanted are secondary influences. Brokers of raw materials 
and bulk goods operate in the industrial field, but they sell little 
else. 

Industrial selling covers a far wider list of activities than is 
usually found in the consumer market. Most salesmen in the 
industrial field are specialists, many of them trained engineers. 
Even the girl at the order desk for an industrial distributor will 
be familiar with a staggering list of technical terms, which she 
catches without repetition over the wire. She may not know 
anything about the principles of salesmanship, but she is a valu¬ 
able employee and one whom it is hard to replace. 

In such industries as sugar, flour, cotton fabrics, and cement, 
salesmen may also work primarily from their desks and not 
intrinsically be any better salesmen than the girl mentioned in 
the preceding paragraph. Prices and price trends are what 
they discuss most with their customers. They know crop condi¬ 
tions for the whole world. They know, or should know, the 
carry-over, the trends in consumption in their fields, and the 
immediate amounts in near-by storage. 

The road salesmen, those who go out to “drum up business,” 
differ from those just discussed in that they are able salesmen first 
and technicians afterward. Oftentimes the amount of their 
sales runs into thousands of dollars, and they must know the art 
of selling a.s well as the technicalities of their products. Often 
an industrial salesman will be called upon to present his proposi¬ 
tion before an interested group, so he must be an effective speaker. 
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One of the most successful salesmen of trucks to the lumber 
industry of the Northwest was a real authority on log and lumber 
transportation. He knew exactly what it cost to keep a team of 
horses and the amount of work they could do in ton-miles com¬ 
pared with an automobile truck. Another salesman who handled 
power equipment seldom bid on a particular machine according 
to specifications. It was his contention that that kind of selling 
reduced his firm to the level of manufacturing machinists. He 
preferred to bid on equipment that could be guaranteed to per¬ 
form a given task at a specified range of costs. It was a distinct 
advantage in bidding and permitted a guaranty of performance 
which was attractive to the buyer. Even where the sale is 
according to adopted specifications, the salesman must be an 
engineer for special equipment. 

The writer recalls going out to sell fire-fighting equipment for 
one of the country’s leading manufacturers of firemen’s equip¬ 
ment and supplies. After a few hours’ talk with a salesman and 
a rather hurried trip through the showroom, he was started out 
with a 200-page catalogue of apparatus, little of which he could 
recognize by name, and a satchel full of samples of hose and a 
few more or less new tools. That any sales were made was 
doubtless because competing salesmen we^re little better equipped. 
Anyway, selling fire chiefs and members of the Fire and Water 
committees of the smaller cities was largely a matter of enter¬ 
tainment. That was 25 years ago, and the methods then used 
contrast strikingly with those of today. 

What Strategy Will Enlist the Expert. —Doctors, dentists, 
architects, and even plumbers are deluged with advertising, 
samples, and personal solicitations to induce them to recommend 
A, By Cy or D’s products to their patients and customers or, failing 
in that, to make some statement that may be interpreted as a 
testimonial. By all but a few of the unethical practitioners, the 
greatest care is taken to protect the high standing of the profes¬ 
sion by refusing all such support except for products tested by 
their approved laboratories and sanctioned by their professional 
associations. A legitimate and sometimes successful way to 
reach physicians was worked out by General Foods a few years 
ago in promoting Postum as a hot drink to be served with the 
school lunch. Doctors who had known and recommended the 
product were willing to give guarded testimonials to be published 
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only in the recoginized magazines for physicians, nurses, and 
hospitals. While there was an extensive and aggressive con¬ 
sumer campaign running for Postum at the same time, the adver¬ 
tiser did not make the serious blunder of trying to influence the 
professional men and women through popular magazines. 

The idea of the campaign to physicians and nurses was to 
familiarize them with the product so that they could answer 
intelligently, and it was hoped sympathetically, any questions 
about the product that might be asked by parents. A similar 
campaign was also run in the educational and pedagogical publi¬ 
cations for the same purpose, except that the advertisements 
were directed toward teachers and school supervisors. 

The plan works best where the product is one which the profes¬ 
sional man can use in prescribing to his clientele. The physician 
may welcome a new liniment which will relieve him of mixing one 
for himself and especially relieve him of the embarrassment of 
prescribing **Sloans,'* ^^Ben Gay,” or ”St. Jacob's Oil.” The 
patient could go to the drugstore and get these for himself without 
a prescription. To prescribe them is both unprofessional and 
poor business. 

Architects have made the practical suggestion that those who 
send them descriptive matter of materials to be recommended to 
clients should prepare it in a size and form that could be easily 
filed. 

The right selection of salesmen is one of the most important 
considerations in marketing technical and semitechnical goods. 
Reference has already been made to the engineer as a salesman. 
It is possible to secure the services of properly accredited dentists 
to sell dental supplies. Not a few physicians who have earned 
an M.D. may be converted into salesmen to call on hospitals and 
doctors. One large manufacturer of printing inks induced the 
foreman from one of the best known pressrooms in the country 
to go out and sell inks. He was never a “go-getter” salesman; 
he was not that type. But when he introduced himself in the 
office and asked if the pressroom had had any trouble with ink 
recently, he was almost always introduced to the boss pressman. 

This type of salesman picks up so much information in going 
his rounds that he is always a welcome caller and usually one who 
gets a full share of business. Such salesmen are difficult, but by 
no means impossible, to find. The nature of their selling is such 
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that they make but a few calls a day. Naturally, they are expen¬ 
sive; but where they can be secured, and where infrequent calls 
are sufficient to retain the business, they help to solve a difficult 
problem. 

Professional Animus. —No matter how worthy the product, if 
it does not fall in with preconceived notions of the professional 
men or fit into their general routine, they may refuse to have any¬ 
thing to do with it. When the Hoffman valve was perfected, 
those architects who could be persuaded to examine it admitted 
that it was a good thing. The usual attitude was revealed by 
one kindly old soul, who admitted that he oiight to remember and 
recommend it. “You know,” he said, “I have so many items to 
consider, of so much greater importance, that I can^t afford to 
take time to sell my clients an 85-cent valve instead of a 50-cent 
valve.” There was nothing left for the manufacturer to do but 
go straight to consumers with his advertising. Many architects 
resented this, but the advertising put so much pressure on the 
architects that they capitulated. 

The central idea of the American Medical Association, if one 
may judge from the expressions and acts of some of its leaders, is 
strictly closed shop. Doubtless it would add to the physicians' 
income if drugstores were not permitted to sell cough lozenges, 
lotions for chapped hands, or creams for sunburn without a doc¬ 
tor’s prescription. That, however, is a form of regimentation 
that the American public will not submit to for a long time to 
come, if ever. When chided for their narrow attitude, doctors 
answer by pointing to the advertising copy that many of the 
proprietary medicines persist in using and scathingly inquiring: 
“Do you want your physician, or the great medical profession, 
to be a party to that?” And that is the other side of the 
question. 

Industrial Advertising.—Most industrial advertising is radi¬ 
cally different from consumer advertising. There is no emotional 
appeal, nothing for dealer effect, and a minimum of attention 
devices. A large part of industrial advertising is informative and 
of the reference type. It is factual, often of the catalogue style, 
and for the most part deadly dull and uninteresting. Those who 
» write it maintain that that is the way it should be for most cam¬ 
paigns. They say that buyers are looking for facts and are 
impatient with attempts to make the copy entertaining. 
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Factual data, tests, testimonials, and illustrations that actually 
iUustraie are the materials from which most industrial advertising 
is composed. Little of it is expected to make direct sales, except 
in emergencies. Aside from acquainting readers with the adver¬ 
tiser’s principal products and with his location and ability to 
carry out contracts, there is little in industrial copy that is of 
assistance to the firm’s salesmen. 

Most of the publication advertising is in business papers, par¬ 
ticularly in industrial magazines. Where the product is selected 
and bought by an engineer or other specialist, then professional 
publications like the engineering magazine may be used. This 
naturally might happen in the sale of lubricants, boiler com¬ 
pounds, belting, and electrical supplies. Occasionally an item 
may be of such general use, like a hand fire extinguisher, that 
the number of technical and industrial publications to cover the 
wholesale market would be so numerous as to be impractical. 
Then a more general type of magazine is chosen, such as Business 
Week or the Nation^s Business. At one time the Johns-Manvillc 
Company was carrying space in over 700 industrial, trade, and 
technical publications. The cost was so grcTt, even for small 
space, that they were nearly all discontinued and the national 
weeklies substituted. As industry became generally acquainted 
with the firm’s principal products, advertising with a selected 
list of industrial magazines was resumed and the consumer publi¬ 
cations dropped. 

Sales Kit.—The wholesale hardware salesman who starts out 
with a 12-pound catalogue and thousands of items to describe and 
price is less burdened than many salesmen in the industrial field 
A man representing an industrial distributor, in addition to carry¬ 
ing a bulky catalogue, may have a large number of photograph'=■ 
There may even be a whole series of pictures for just one item 
Photographs, or lithographs, are much more interesting than half¬ 
tones and should be much larger than it is practical to make 
illustrations for a catalogue. At best, showing a picture of a 
piece of apparatus or machine falls so far short of exhibiting the 
product that the very best possible illustrations should be secured. 

To sell many machines it is highly advantageous to show them 
in action This is often impractical. The best substitute is to 
show a motion picture of the machine actually doing the thing 
it is designed to do. This is made practical by the new types of 
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projectors, which are only a little larger than the case of a portable 
typewriter. One can be set on the observer's desk and plugged 
into an electric-light socket, and, as a ground-glass plate takes 
the place of a screen, it is not necessary even to darken a room. 

Sometimes the real quality of an article can be demonstrated 
only by showing the construction. Pictures are the one answer, 
and motion pictures are far superior. These pictures should not 
be confused with the industrial film, which usually has been 
dramatized and circulated to consumer audiences. That form of 
picture is extremely expensive; $50,000 is regarded as a minimum. 
Its purpose is wholly different. It is for consumer effect and 
must carry enough entertainment value to get into the movie 
houses. The film which the salesman carries is to demonstrate 
technical points and help the buyer to visualize and under¬ 
stand complicated mechanical motions. No expensive actors— 
or actresses—are necessary for the pictures in the salesman's kit. 

When the films are to be thrown on a screen for a sales conven¬ 
tion or for a delegation of purchasers, more attention to enter¬ 
tainment qualities is desirable. But even then the actors and 
acting should not overshadow the subject, the article which is 
being shown. 

It is often convincing to carry samples, as of fire hose, of 
polished surfaces to show the effects of lacquer, of belting, and 
of many other items. It is often difficult to get salesmen to carry 
and display a considerable number of samples, but if there is any 
doubt of failure fully to appreciate the product, the use of samples 
should be insisted upon. 

Unlike the representative of the manufacturer who sells to 
consumers, the industrial salesman is not concerned with selling 
the firm's advertising, except on rare occasions, to industrial 
distributors. He should be familiar with the advertising, but 
seldom will it offer any inducement to buy, as it does when shown 
to a dealer. 

An Industrial Advertising Campaign.—The following account 
of the development of the dry-ice industry has been furnished us 
by the Liquid Carbonic Corporation, and much of the descriptive 
matter was provided by this firm. 

While dry ice is no longer a novelty, the question, “What is 
dry ice made of?" is frequently asked, even by customers who 
have used the product and are familiar with its qualities. 
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Dry ice is solid carbon dioxide (CO 2 ). It is a colorless, odor¬ 
less, nontoxic gas, one and one-half times heavier than air. Like 
water, it exists in three forms: gaseous, liquid, and solid; but, 
unlike water, the liquid phase does not exist at atmospheric pres¬ 
sure. To make dry ice, the carbon dioxide is cooled by evapora¬ 
tion until it actually freezes to a solid. The soft porous ice which 
results is then compressed by huge hydraulic presses into the 
dense form 01 the dry ice of commerce. 

How Dry Ice Is Made.—The leadership of the Liquid Carbonic 
Corporation, now at the half-century mark, in the production of 
pure, beverage-grade carbon-dioxide gas made the step into the 
production of dry ice a very natural one. The national distribu¬ 
tion of Liquid plants, coupled with a thoroughly reliable process 
of manufacture, gave assurance of a freshly made, uniform quality 
product 

Carbonic gas and dry ice are manufactured by a most interest¬ 
ing and economical method. Its advantage is that it is self- 
sufficient. The raw mateual, which may be coke, coal, natural 
gas, or oil, according to the section of the country in which the 
various Liquid plants are situated, furnishes both the product, 
carbon-dioxide gas, and the power for its conversion into liquid 
and solid forms. 

The steam, generated by the raw material as it is burned for 
its carbonic gas, produces the compressing power, furnishes an 
agent for releasing the CO 2 from a liquid solution in one of the 
purifying processes, and operates other mechanical auxiliaries of 
the plant. 

The burning process of the raw materials previously mentioned, 
coke, coal, natural gas, or oil, produces a flue gas which contains 
carbon dioxide. This gas is then washed by being forced through 
water to remove any impurities and after washing is injected into 
a basic solution ^vhich absorbs it. The solution is then boiled 
and the CO 2 is driven off with the steam. 

This mixture of gas and steam then passes through a condenser, 
which removes the steam, permitting the pure CO 2 to flow at low 
pressure to a compressor, where the pressure is raised to such a 
point that the gas liquefies w’hen it is water-cooled. 

This liquid is then further cooled by a process of evaporation 
until it actually freezes to a solid. The final step of this opera¬ 
tion is carried out in the closed chamber of a hydraulic press, 
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which is then used to compact the soft porous ice into the dense 
form familiarly known as ‘'dry ice.'' 

By means of this interchange and coordination of production 
and operating facilities, the efficiency of manufacture is main¬ 
tained at a high level. 

Every precaution is taken to preserve the freshness of the prod¬ 
uct. Immediately upon its removal from the ice press, the 
blocks are cut into 10-inch cubes weighing about 50 pounds. 
They are then sealed in special paper bags and stored in special 
containers, which arc insulated with 8 inches of pure corkboard. 

Trucks constructed particularly for that purpose and insulated 
efficiently are used in all principal cities for daily delivery service 
to the iee trade. These trucks are designed and built under the 
supervision of the company's engineering department. 

Not all customers, however, require full blocks for their use, in 
which event the 10-inch cubes are further cut to the desired size. 
Here the advantage of fresh ice is most apparent. When slabs 
are cut from new blocks of icc, each is of regular shape and con¬ 
stant density throughout the block. 

Market for Dry Ice. —Dry ice has many varied and interesting 
uses. While a number of them are relatively unimportant from 
a volume standpoint, they are nevertheless interesting. In 
bridge construction, for example, dry icc is used to shrink metal 
parts, such as pins, to a perfect fit. It is used for producing low 
temperatures in viscosity tests of oil and for checking ''pour" 
and freezing points. Its extremely low temperatures produce the 
same effect on human tissues as heat. Dry iee is also employed 
in the maniilaclui e of the familiar neon signs and radio tubes. 

Automobile manufacturers use it in making expansion fits of 
valve seats in engine blocks. Valve seats are packed in dry ice 
and, because of the low temperature, the metal contracts so that 
they are easily fitted into the block to a perfect fit. 

OiK' of the newer uses is in the manufacture of liquid-center 
golf balls. The liquid-filled rubber cores are placed in drawers and 
frozen so that they may be tightly wound without distorting them, 
thus producing a balanced ball with a perfectly spherical core. 

Dry ice is probably best known ior its use in tkc rctaii distriVin- 

tioti of ice ciem 

this is its chief use. . 

Another of its principal uses is in the refrigeration of hig way 
trucks and railway refrigerator cars for the transportation o 
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foodstuffs. The problem of delivery of such products to the con¬ 
sumer in fresh and edible condition has always been of major 
importance to shippers. The distance over which such products 
could be shipped was limited by the refrigeration facilities 
afforded by water-ice refrigeration. 

In the transportation of fresh meat from supplier to consumer, 
dry ice is used in combination with water ice in the following 
manner: The water-ice bunker of the refrigerator car is filled and 
approximately 100 poimds of dry ice is added for each day the 
car will be in transit. For example, if 5 days arc going to be con¬ 
sumed in transporting the meat from the source to destination, 
the water-ice bunker will be filled and approximately 500 pounds 
of dry ice then added. No salt is used and re-icing is not neces¬ 
sary. The combination of water ice and dry ice prolongs refriger¬ 
ation within the car, making re-icing unnecessary. 

The benefits of this method of refrigeration for carload shippers 
are a saving in refrigeration charges caused by eliminating transit 
icings and no loss of bloom—the preservative and inhibit!ve 
action of the evaporating CO 2 gas makes the meat products 
more attractive, gives better color, and causes them to sell faster 
at the destination market. 

The advantages which dry ice affords provided a new solution 
to these problems. Today perishables reach consumers^ tables 
with all the freshness of original taste and flavor retained. New 
delicacies of the sea, perishable fish fillets, and other seafoods are 
now available to inland markets. Meat products are safely 
transported for long distances. Hitherto untouched markets 
have been opened. 

Through the hot arid districts of the Far West it is a luxury to 
buy a block of dry ice to cool the automobile. The windows are 
closed, leaving enough open space for ventilation. Then a block 
of dry ice is placed on a newspaper on the floor of the car. It 
will last for several hours, keeping the atmosphere as pleasant as 
an air-conditioned hotel. 

It is apparent from the variety of uses that the market for dry 
ice is spread over several industries. As the product is new— 
the first commercial supply was put on the market in 1926— 
there is a large amount of educational work necessary in selling. 

Nation-wide Supply. —To deliver full value, dry ice must be 
fresh under all conditions because shrinkage and deterioration 
inevitably take place in any form of ice. If a dry-ice manufac- 
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turer had but one manufacturing plant and attempted to dis¬ 
tribute his product from that one source to the user, even though 
he established warehouses from which to distribute in various 
areas, the efficiency of the product at the time the user put it to 
work would be seriously impaired. Tests made to measure the 
time period through which solid carbon dioxide will retain its 
full efficiency have proved that it must be fresh when first deliv¬ 
ered to the shipper. 

These tests show that the general refrigerating value of dry 
ice can be preserved over a considerable period, but its physical 
structure is weakened by age. It becomes porous and cellulous 
and is easily crushed. The consequent loss through crumbling 
would raise its cost to a point that might offset the economy 
secured over water-ice refrigeration. 

The one answer was the establishment of a sufficient number 
of producing and storage plants so that a supply of fresh dry ice 
would always be available. This has resulted in a chain of 24 
producing plants and 37 warehouses distributed over the entire 
United States and southern Canada as shown on the accompany¬ 
ing map. 

Any one of the 24 dry-ice factories can be drawn on by others 
nearest to meet special demands. The Liquid Carbonic Corpora¬ 
tion offers an overnight delivery service, at longest, to practically 
every town or city on regular railway or truck routes and guaran¬ 
tees the dry ice to be fresh. This makes reicing possible en route 
at almost any point desired. 

When it is remembered that dry ice is now sold as low as 2t^ 
cents a pound in large quantities and that it retails as low as 5 
cents a pound, it is not surprising that the business has grown so 
enormously in the 14 years that it has been in production. 

Selling Dry Ice. —Salesmen and direct-mail advertising are the 
two principal selling agents employed by the Liquid Carbonic 
Corporation. But refrigerating engineers have to be consulted 
with every new sales problem. Water-ice and electric refrigera¬ 
tion are the chief competitors. Obviously, dry ice is a highly 
seasonal product. While some artificial ice has to be used in 
winter, it is evident that the amount is only a fraction of that 
used during the hot summer. 

All this presents an extremely difficult selling job, only part of 
which has been satisfactorily worked out. A cabinetmaker was 
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ThiB map ahowa tne wide territorial spread of the factories and dmtnbution points for dry ioe mesAok bjr the Liquid 

Carbonic Corporation. 
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found who, in collaboration with the Liquid Carbonic Corpora¬ 
tion engineers, designed and is making a small container for the 
delivery of ice cream. These are sold to the ice-cream manufac¬ 
turers rather than to the dealers. A large refrigerated shipping 
case has also been built for trucks and boxcars where low tem¬ 
peratures are necessary when goods are shipped in less than 
carlots. These cases are returned for subsequent shipments. 

In actual sales promotion, a booklet entitled “Red Diamond 
Dry Icc“ is widely circulated to prospective customers. This 
booklet tells a very complete story of dry ice and invites those 
who have difficult problems of refrigeration to fill in the following 
questionnaire and send it to the company. Upon receipt of this, 
the engineers first go to work. When their computations and 
estimates are completed, then the salesman is ready to talk 
intelligently with the prospect. Of course, an active salesforce 
will not always wait for a prospect to take the initiative. 

Questionnaire 

1. What is the product to be refriRerated?- 

2. What kind of insulation is used in the container in which your product 

is to be rofriRoratcd?_^_ 

3. What is the thickness of this insulation?_ 

4. What is the size of the container (height, length, width)?_ 

5. What is the temperature of the product when it is placed in the 

container ?_ 

6. At what temperature should the product be kept in the refrigerator? 

7. In what average outside temperature will the refrigerator stand? 

8. What are the location and size of refrigerator openings?_ 

9. Approximately how many times will each opening be used?_ 


Other Data 

Firm name_ __ 

Your name__Title- 

Address_____ 

City- 

State_ 

Fill in the answers to these questions, then send page to 
The Liquid Carbonic Corporation 
Engineering Department 
3100 South Kedzie Ave., Chicago, Ill. 






CHART 1-MARKETING 


STUDIES NEEDED BY A MANUFACTURER 
PRIOR TO A CAPITAL INVESTMENT IN 
THE PRODUCTION AND MARKETING 
OF A NEW INDUSTRIAL PRODUCT 



1 THE MARKET 

WHAT INDUSFRIC WILL USE THE NEW PRODUCT1__ 

WHAT IS THt GEOGRAPHIC LOCATION OF POTENTIAL CUSTOMERS 1_ ZZIZZI 

WHAT IS THE GROWTH PROJECTION OF INDUSTRIES COMPOSING THE MARKET'_ 

WHAT IS IHE CONSUMPTION OFCOMRARATIVE PROOUCr IN CUSTOMER INDUSTRlIS 

2 BUYING HABITS OF THE MARKET 

WHAT IS THE ' LE OR POSITION OF THE PERSON WHO PUCtS THE ORDER_ 

FOR THIS TYPE OF MERCHANDISE!_ 

WHAT IS THE AVERAGE NUMBER OF PEOPLE WHO MUST BE CONTACTED IN_ 

EACH CUSTOMER FIRM BEFORE AN ORDER CAN BE CLOSED!_ 

WHAT IS THE AVERAGE TIME NEEDED TO CLOSE A SALE 1___ 

WHAT RELATIVE WEIGHT DO BUYERS GIVE TO PRICE QUALITY SERVICE SAFETY. . 

OR OTHER QUALITIES OF TH|' AND SIMILAR PRODUCTS»___ 

FROM WHAT SOURCES DCES EACH OF THE POTENTIAL CUSTOMER INDUSTRIES_ 

PROCURE ITS NEED FOR THIS AND SIMILAR PRODUCE T_ 

AT WHAT SEASON IS BUYING DONE!,___ 

WHAT ARE THE PRACTICES ON DISCOUNTS.ALLOWANCES CREDITS OTHER_ 

FINANCIAL FACTORS !_ 

3 FIRM RELATION TO MARKET 

IS THE FIRM ALREADY ESTABLISHED IN MARKET USING NEW PRODUCT!_ 

IS THE REPUTATION OF THE MANUFAnURf B SIZE OF FIRM CHARACTER OF_ 

MERCHANDISE,OR ANY OTHER FACTOR CAPABLE OF CONSTRUCTIVE_ 

EXPLOITATION IN THE NEW MARKET!_ 

4 COMPETITION 

WHO ARE YOUR COMPETITORS IN THE NEW MARKET’_ 

WHAT IS THEIfl STANDING WITH THE POTENTIAL CONSUMERS OF THE NEW PRODLLl ’_ 

WILL MARKETING THE NEW PRODUCT INVITE MORE OR KEENER COMPETITION__ 

ON THE REGULAR LINE’_ 

CAN ANY COMPETITOR BR NG OUT A SERIOUSL'^ COMPETITIVE NUMBER QUICKLTi ’_ 

5 SELLER'S PRICE POLICY 


WHAT IN GENERAL WU L BE THE PRICE POLICY ON THE NEW PRODUCT’ _ 

WHAT WILL BE THE SCHEDULE OF DISCOUNTS AND ALLOWANCES 1_ 

WHO WILL BE ENTITLED TO DISCOUNTS AND/OR ALLOWANCES!_ 

WHA! NEW CREDIT FACILITIES WILL BE NEEDED’__ 

WHAT DIFFERENCES WILL THERE BE IN COLLECTION POLICY ’__ 

6 CHANNELS OF DISTRIBUTION 


IS THE MARKET SUBJECT TO WIDE FLUCTUATION- SEASONAL OR OTHERWl'^E 

WHAT TYPE OF DISTRIBUTION WILL BE USED-_ 

MANUFACTURER S SALES BBANCES’_ 

MANUFACTURERS AGENTS OR DISTRIBUTORS’-- 

HOME OFFICE SALES FORCE DIRECT TO CONSUMERS’- 

HOME OFFICE SALES FORCE TO WHOLESALERS,JOBBERS ETC ’- 

WILL THE PRODUCT GO INTO THE EXPORT FIELD’- 

WHERE WILL STOCKS BE MAINTANED’- 

7 SALES PROMOTION 


WILL THE NEW PRODUCT HAVE ITS OWN SALES PROMOTION SET UP'- 

WILL A NEW ADVERTISING SECTION OR DEMRTMENT BE NEEDED’- 

WHAT TYPE OF AWERTISIHG WILL FORM THE BASIS OF THE OPENING PROMOTIONAL EFFORT 

WILL A NEW OR EXTEDED AGENCY CONNECTION BE NECESSARY ’- 

WHAT,INGENERAL,WILL BE THE BASIS OF THE APPEAL’- 

WHAT WILL BE THE^ BASIS OF THE SALES PROMOTION BUDGET’- 

WHAT PROMOTIONAL WORK IS BEING DONE BY COMPETITORS!- 

B MANAGEMENl OF SALES FORCE 




BODDBI 
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■□■□Ddoa 
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CHART 2-ORIGINATION AND PRODUaiON 


STUDIES NEEDED BY A MANUFACTURER 
PRIOR TO A CAPITAL INVESTMENT IN 
THE PRODUCTION AND MARKETING 
OF A NEW INDUSTRIAL PROJECT 


ilkli 


10. SOURCES OF IDEAS FOR NEW INDUSTRIAL PRODUCTS 

MANUF/tCTUREH'S SALES AND SERVICE STAFF . !_ 

DISTRlBinORS_ 

INDUSTRIAL CONSUMERS_ 

COMPETITORS' MERCHANDISE_ 

NON-COMPETITIVE GOODS WHICH NEED COMPLEMENTARY EQUIPMENT_J 

RESEARCH AND PRODUCTION ENGINEERS_J 

INDEPENDENT INVENTORS_J 

11. MAJOR PURPOSE FOR WHICH NEW INDUSTRIAL PRODUCT WILL BE MADE 

TO COMPLETE LINE- 

TO EXPAND S'LES IN PRESENT MARKET- 

TO MEET OLD NEED MORE EFFECTIVELY_ 

TO ANTICIPATE A CHANGING NEED- 

TO MEET A NEW NEED_ 

TO USE IDLE TIME OF PLANT AND EQUIPMENT- 

DESIGN AND ENGINEERING FAaORS 

WHAT ARE THE KNOWN MARKET DESIRES-SllE.SHAPE.PRlCE.EFFICIEHCY,_ 

SIMPLICITY ETC. T_ 

WHAT ARE THE^KNOWN MARKET PREJUDICES- SIIE.SHAPE. PRICE,- 

EFFICIENCY, SI MPLICITY, ETC. T_ _ _ 

WHAT EFFECT WILL DESIGN HAVE ON COST OF MANUFACTURE ^ . 

WHAT EFFECT WILL DESIGN HAVE ON SIMPLICITY OF OPERATION- 

AND/OR REPAIR1_ 

WHAT IS THE EFFICIENCY FACTOR OF THE NEW ITEM!- 

IS THE DESIGN EASILY ADAPTED TO MINOR CHANGES 1- 

WILL THE NEW ITEM BE PRODUCED AS A SINGLE UNIT OR A COMPLETE LINE1- 

HAS THE NEW ITEM BEEN FULLYTESTED UNDER ACTUAL SERVICE C0NDITI0NS1— . 

P. PRODUCTION FACTORS 

CAN PRESENT LABOR PRODUCE THE NEW PROOUCT1-._ 

IS SPECIAL LABOR AVAILABLE IF NEEDED?___ 

CAN THE NEW PRODUCT BE MADE WITH PPESFWT MAeHlMEftv. . 

WILL PRODUCTION OF THE NEW ITEM BE SEASONAL!_ 

IF SO,WHAT PEP CENT OF TIME WILL PART OR ALL OF PLANT BE IDLE’_ 

CAN Kant run on other goods in off season i_ 

WHAT EFFECT WILL SEASONAL OPERATION HAVE ON COSTS!_ 

WHAT EFFECT WILL PRODUCTION OF NEW ITEM HAVE ON REGULAR PRODUCTION SCHEDULE' . 
NOW WILL COOES OR OTHER AGREEMENTS AFFECT PRODXTION VOLUME AND COSTS ^ ^ . 


_ 

■77 ✓ ✓ ✓ _ 7 _ ^ " 
■ ✓7^✓✓ 7 Z 


_ 




BY THE MANUFACTURER?_ 

iflll BFtJFFDFDl 

AT COST OR AT A PROFIT !_ 

THE MANUFACTURER .WILL THE CUSTOMER PA Y 

lAT BASIS!_ 

INO SPARE PARTS STOCKS BE LOCATED?_ 

ILL BE NEEDED FOR SERVICE WORK 1_ 

FACTORS HAVE ON COSTS 7_ 

16. NEW CAPfTAL INVESTMENT FACTORS 

WHAT CHANGES WILL BE NEEDED IN PRESENT PLANT!_ 

WHAT NEW REAL ESTATE INVESTMENT WILL BE NECESSARY!_ 

WHAT NEW ROADS.SIDINGS.POWER LINES MUST BE BUILT BY THE COMPANY !_ 

WHAT NEW BUILDINGS WILL BE NEEDED!_ 

WHAT NEW TOOLS WILL BE NEEDED!_ 

WHAT ADJUSTMENT TO PRESENT PRODUCTION MACHINERY WILL BE NECESSARY 1 _ 

17. REUTION OF NEW PRODUCT TO REGULAR LINE 

VMAJ 1C TMf an ATIrtM IM /IIIAI ITY1 _ 

WHAT IS THE RELATION IN MANUFACTURING METHODS!_| 

WHAT IS THE RELATION IN TYPE OR GENERAL CHARACTER OFGOODS!^^^^ 

WHAT IS THE RELATION IN FIELD OF USE!_ 

WHAT IS THE RELATION IN PRICE LEVELS!_ 
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CHAPTER XXI 


Public Relations 


A New Conception. —As business becomes more complex and 
as operating units increase in size, the difficulty of being under¬ 
stood by the public becomes increasingly greater. When the 
public does not understand, it becomes skeptical, or even hostile. 
Continued misunderstanding or—what may be equally injurious 
—lack of understanding, if not removed, may turn skepticism to 
hostility. 

The responsibility of clearing misunderstanding from the 
minds of the public rests squarely upon the shoulders of the 
management. It may no longer be indifferent. Indifference to 
or defiance of the public's interests, or oven of its prejudices, may 
bring disaster. The management is responsible to its stock¬ 
holders. It must provide them with security and a reward for 
the use of their money, which makes the concern possible. It 
is responsible to suppliers, who must be given fair prices and 
equal treatment. It is responsible to employees for fair wages 
and sufficiently steady work to provide for them and their fami¬ 
lies. To its distributors, management is responsible for supply¬ 
ing good merchandise, equal treatment, and an opportunity to 
make a living profit. To its customers, the ultimate consumers, 
each firm is responsible for supplying the best products it can 
produce at prices that customers can afford to pay. To people 
at large, management is responsible that its business be conducted 
in a manner unprejudicial to the best interests of all. It is from 
the people that the authority to pass laws, which make corpora¬ 
tions possible, emanates. 
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Responsibility of management goes even further. It is not 
enough that all the responsibilities enumerated are fairly met; it 
is incumbent upon each firm to see to it that all concerned under¬ 
stand how and wherein the company is discharging its obligations 
to stockholders, employees, suppliers, distributors, customers, 
and society at large. There is no longer such a thing as private 
business, about which the public has no right to know. This 
statement should be read in its true sense, as ap).»lying to policies 
rather than to individual transactions. This is the province of 
the public-relations manager. Establishing policies in these 
various fields is establishing public-relations policies. 

Press Agentry.—So much has been said and w ritten about press 
agents and their devious methods of securing publicity for their 
employers that everything in the way of new? which comes from 
an inspired source is looked upon with suspicion. The very 
essence of press agentry is made news. This includes all those 
activities which arc foreign to the conduct of an enterprise but 
which focus attention upon it. Perhaps nowhere has it been 
carried to greater lengths or used with greater skill and ingenuity 
than with the circus. The advance agent is supposed to get a 
lot of free publicity for his employer. In promoting theatricals, 
the same methods have been used. It is one of the oldest devices 
known to advertisers. 

Nearly 70 years ago, when Barnum first took his circus to 
France, his persuasive press agent was able to convince the 
editors of Paris newspapers that the coming of the wonderful 
pageant was of sufficient public interest that it demanded wide 
publicity. Other editors were easily convinced and followed the 
example of the press of the leading city of the country. So the 
first season the “greatest show on earth” toured France there 
was no advertising expense. However, before the second season 
started, publishers of France had made some investigations in 
the United States and learned of the generous sums that were 
customarily spent by the circus for advertising. They also 
belatedly disco\ored that newspapers were absolutely essential 
to the success of a circus, and, during the second season in 
France, Barnum^s representative was regularly turned over to 
the business department of the newspaper when he called. 

Publicity—or “free publicity,” as it was often called—was 
closely associated with what later came to be known as “stunt” 
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advertising. They had much in common. The idea was that 
the news value and the amount of space given to an account of a 
staged event would cost less than an equivalent amount of adver¬ 
tising. With free space publicity the authors have little sym¬ 
pathy. It is mentioned here because there is danger of confusing 
press agentry with the dignified and honorable public-relations 
work. The most forthright methods of the press agent are some¬ 
times used by the public-relations executive and this tends to 
add to the confusion. 

In a recent pamphlet by William A. Hamor, of the Mellon 
Institute of Industrial Research, is a comprehensive and intelli¬ 
gent review of the approved methods of conducting public rela¬ 
tions. As the basis of advertising is psychology, Mr. Hamor has 
made sociology the basis of public relations. He has granted 
permission to quote extensively from his monograph and the 
following is either adapted or quoted. 

Evolution of a Public-relations Specialist.—During the quarter 
century immediately following the Civil War, the tremendous 
industrialization of America brought rapid adjustments in public- 
relations technics for the introduction and continuous promotion 
of commercial products. With the growing literacy and sophisti¬ 
cation of the American masses—with the increase of enlightened 
popular taste as a result of experience with competing puffery 
messages—puffing, as it had been known, began to separate into 
two better defined parts. In 1868, G. J. Whyte-Melville, a 
British novelist, made this distinction when he pointed to posters, 
newspaper advertisements, and men in ''cardboard extin¬ 
guishers*' as modes of legitimate puffing. All other efforts in 
puffery were, according to him, improper. 

In consequence, the word "puffery” rapidly fell into disrepute 
during the period mentioned. Its accepted definition became 
what is now "extravagant praise.” The utilization of gratuitous 
space was designated press agentry, while other forms of puffing 
took on the name "advertising.” 

One of the first breaks with press agentry that had lasting 
importance was the appointment of Orange Judd, a young agri¬ 
cultural chemist, as coeditor with A. B. Allen of the Agriculturist. 
Infusing a correctly scientific attitude into his editorial work, 
Judd censored all advertising and combated fraud in addition to 
popularizing apparently dependable scientific knowledge of inter- 
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est to his readers. Incidentally, Judd did not neglect the busi¬ 
ness aspects and obligations of his post. He was among the first 
in the magazine field to use premiums to stimulate circulation 
and started a German edition of his magazine in 1858. By the 
end of 1864, he was able to claim a circulation of 100,000, whereas 
in 1856. when he bought the AgricuUnristj this magazine had a 
circulation of 812. Notwithstanding the fact that Judd main¬ 
tained a rigid scrutin}’ over his news and advertising content, 
advertisements occupied a fourth of his pages in the sixties. 
These results demonstrated to the editors of o+her trade journals 
and eventually to magazine and newspaper publishers that the 
induction of the confidence of subscribers in this manner was both 
desirable and effectual. It required many years, however, for 
even professional periodicals in general to lay down and follow 
standards of this type. 

It is apposite to mention here that, although proprietary- 
medicine advertisements had come to constitute more than half 
of the advertising in many newspapers shortly after the Civil 
War, about this time many influential newspapers, led by the 
New y ork Heraldf launched a fight against the more offensive 
types of patent medicine” quackery. But it was not until a 
much later period that important magazines reaching consumers 
in the home field began to bar nostrum advertising. The Pure 
Food and Drugs Act of 1906 gave an impetus to beneficent action 
of this character. 

This advance of ethical criteria relating to news and editorial 
content, carried far toward its present status by 1900, had a coii- 
comitant adjustment in the field of commercial public relations. 
It required a refinement of advertising technics in paid space. 
And it brought about the appropriation of press agentry from the 
showman and politician and its adjustment to the needs of the 
industries. 

As a social technic, such as that originally implied by pufferv, 
evolves, the practitioners of more developed forms become 
conscious of th(' limitations imposed upon their progressiveness 
by being placed in the same category with those practicing out¬ 
worn or obsolete procedures. Hence the rise of such appellations 
in the field under consideration as “press agent,” “publicity 
director,” “press-relations expert,” and then “public-relations 
specialist.” With the ascent of each of these types of public- 
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relations manager in commercial organizations have come signifi¬ 
cant adjustments in technics. 

Especially during the past 30 years, with the development of 
scientific management throughout the industries, the whole 
approach to public relations for commercial organizations has 
entered a new phase, which has not yet taken quite definite shape. 

Out of such efforts as those of Judd in his AgricuUurist came 
more refined notions of publication policy and advertising ethics 
during the nineties. Trade organizations of advertising men 
and publishers were started to gather together and disseminate 
masses of factual material relating to the experience of members 
in meeting mutual problems. Books on advertising and public- 
relations management began to appear. Scientific management 
was arriving at the public-relations field. 

Present-day Procedure in Product Publicity .—The most advanced 
type of product introduction, prior to advertising in periodicals 
or by privately printed literature, that has been worked out dur¬ 
ing this period will now be presented in outline. 

If the product to be announced or publicized is a novel one and 
is the outcome of scientific research, the procedure that is system¬ 
atically followed is briefly as follows. 

1. It is essential, first, to describe in the scientific literature, in 
an appropriate professional periodical, the investigation that has 
eventuated in the discovery or development. In this way the 
scientific world is told about the product before its announcement 
to the trade or trades concerned or to the public. By such a 
practice, information concerning the research and its creative out¬ 
come is conveyed first of all to the professional group whose 
members really decide upon the merit of such products and are 
coming more and more to control changes and purchases in 
general, both in the industries and among the masses of the 
people. Industrial scientists and engineers are generally anxious 
to secure all the obtainable facts regarding new products of con¬ 
cern to their companies, for transmission to buying officials; and 
they desire conservative, reliable descriptions of such novelties. 
Physicians want to know about new medicines. Dietitians need 
to keep up with practical advancements in food chemistry. 

2. Reprints of this contribution are procured for distribution 
to interested specialists and also for subsequent cultivation of a 
market. 
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3. Brief descriptions of the research accomplishment are 
prepared and sent to other periodicals in the field, for usc^ 
immediately after the appearance of the main paper. In those 
condensates reference is made to the availability of a complete 
account of the investigation and its results (in the form of the 
reprint mentioned) to all interested persons upon direct request. 
Privately published bulletins, issued subsequently, can b(' 
announced in the same way. 

4. Special articles are also written for journals in the trade field 
concerned. Often, immediately after the announcement of a 
scientific or technical discovery, invitations to prepare such 
articles come in from editors of interested periodicals. 

5. Newspaper publicity i.*^ conducted immediately after the 
publication of the main or key paper. Whim the latter is 
accepted by the editor of the journal to which it has been trans 
mitted, it is learned when the paper will be piiblislu'd. Then 
appropriate stories are written by specialists and sent to scienci* 
editors, press bureaus, and newspapers, for consideration for us(‘ 
after the date on which the main paper will make its appearance. 

This procedure assures that the proper type of d(‘scriptive 
manuscript will be in the hands of newspaper editors prior to the 
publication of the scientific paper and that they will have for 
convenient use a dependable, plainly explaiiatoiy account of the 
research. If this practice is not followed in the case of a new 
product of public concern, there will be danger that the story of 
the achievement will soon be improperly told by outside* feature* 
writers who have access only to the less popiilarly phrased articl(*s 
in scientific periodicals. 

There is a demand for popularized scientific information; thi* 
publicity specialist does not have to create it. His responsibility 
and opportunity consist in providing accurate material in suffi¬ 
cient quantities and of proper quality. 

6. Undoubtedly research on the product will be continued, 
to gain more information respecting its properties and uses. 
The factual information that is gleaned from this supplemental 
investigational work will be made available to the profession or 
trade concerned and then to the public, in accordance w^ith the 
cycle outlined above. 

Pyhliciiy and the Control Group .—Scientists and engineers are 
usually unversed in the art of dealing with public opinion and in 
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nontechnical literary work; hence all this publicity must be 
entrusted to specialists who can present facts correctly and 
interestingly and can foresee how the public will interpret them. 

If a new product does not possess a research history—that is, 
if it is not the result of planned scientific investigation based upon 
a knowledge of existing needs or market requirements—and 
therefore cannot be the subject of a professional paper, the 
announcem('iit of its commercial availability cannot be made so 
constructively in the systematic manner described in the fore¬ 
going paragraphs. In such an instance, the novel product will 
ordinarily he announced to prospective consumers through rele¬ 
vant trade periodicals and subsequently through newspapers and 
popular magaziii(\s. TIk^ point to be borne in mind is that it is 
essential to place a convincing story first before the ‘V.ontrol 
group” for a given type of product and then before the 
public. 

It is always a handicap, in industrial publicity, when a new 
product does not have a releasable story of research endeavor 
behind it. It must be pointed out here, however, that companies 
sometimes find it necessary to keep certain processes secret 
and hence may be loath to divulge details of their production 
methods; this reticent policy, of course, may apply to some or all 
of the research novelties coming from their laboratories. But 
even in such cases, certain aspects of a new product can generally 
be treated in the manner outlined. 

In other instances, systematic publicity is hampered by legal 
restrictions, imposed by the need for patent prot(‘Ction or at 
least favorable action in the Patent Office, before any particulars 
can be divulged to the public. If a research creation has impres¬ 
sive novelty and can form the subject of an interesting story, it is 
not always necessary, to insure trade journal or newspaper 
acceptance of articles, to be explicit regarding the process of man¬ 
ufacture. If a tanner wishes to announce the commercial avail¬ 
ability of such a remarkabh' product as a “self-shining” leather, 
and does not desire to publish any facts concerning the method 
of producing it, he and his publicity aids will nevertheless find a 
receptive trade and popular press. Descriptions of uses of new 
products whose composition cannot be disclosed are sometimes 
infused into addresses or their discussions at meetings of trade 
associations whose members are interested in such developments. 
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Chemical stories of the industries are in general more appealing 
to the public than physical or mechanical tales from a similar 
source. The public is particularly interested in new remedies 
foods, detergents, textiles, and constructional materials that have 
required protracted scientific study to evolve and whose merits 
have been proved by technical trial. But popular information 
on new heating appliances, furniture, wearing apparel, and house- 
hold fixtures can also elicit response. 

An alert, progressive food manufacturer may sustain laboratory 
research for a long period of tim(^ 5 or G years is not unusual- 
in the development of a new product that satisfies rigid nutri¬ 
tional standards. But he will devote another year or so to con¬ 
sumer acceptance trials and also to i)refeienc(' tc'sts in homes, 
hospitals, schools, and otluT institutions bf'fore h(‘ will feel ready 
to place the novel food on the market. 

Being guided by his own research staff and, when necessary, 
by additional specialists, h(‘ will make ('very ('ffort to be certain 
about the real dietetic merit and gc'ueral acceptability of the food 
prior to launching upon larg('-scal(‘ production and subsi'cpient 
sales promotion. Such a science-minded manufaeturev will not 
invest monc'y in the broad marketing of a product until it has 
been accorded consumer acc('ptanc(^ in real use in carefully 
selected districts. In most cas(*s, this obsc'rvatioiial work h'ads 
to helpful information regarding the artick*. If such market 
study induc('s improv(*ments in the manufacturing procc'ss, it 
will be all the more satisfactory; and it is not singular to hear of 
benefits of this type. In any cas(', if the product is accc’plahle 
to consumers, there will be secured information of utility in 
publicity, advertising, and sales. That is why it is always 
advantageous for the public-relations sp('ciaJists of a co]nf)any 
to keep in close touch with a new product from the tinv' of its 
birth in the laboratory. 

The manufacturer must also accord investigational attention 
to technical marketing problems, such as, for example, the matter 
of container, the effects of storage, and the working out of attrac¬ 
tive recipes for the use of the food in tlie home. 

Advertising and Publicity .—The puffery eff the past century 
has become an integral part of public-relations specialism and 
of the advertising business, subject to ronceptual notions of 
'"good practice” that have been mentioned. Moreover, as 
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indicated, public-relations work has been nourished by technical 
developments. 

The most influential medium in the improvement of public 
relations has been the advertising ag(‘ncy, although the trade 
association secretariat and in recent years public-relations depart¬ 
ments of various companies have had active roles in this develop¬ 
ment. At the time of the Civil War, there were seven advertising 
agencies in New York City and perhaps as many in all other 
cities.^ Twenty years later there were 50 such firms, and now 
there are about 2,000. Many of these agencies have evolved 
deft technics for advancing the broader public-relations inter¬ 
ests of their clients, in addition to carrying on advertising 
programs. 

At present advertising and publicity are generally regarded by 
industrial management as two closely related but distinct forces 
in the field of public relations. As api:)lied, to yield effective 
results, these forces must be coordinated. Advertising is basi¬ 
cally a force for the promotion of sales Publicity, as usually 
carried out, is essentially educational in character. The fact 
that some* present-day advertising is informative in nature occa¬ 
sionally complicates this picture in the minds of certain publishers 
and business (‘xecutives Publicity should never take the place 
of advertising. Its ordinary sphere is to acquaint the public 
with new discoveries or developments of interest, so as to erect a 
background of information that can later be made to yield sales 
through advertising and other promotional activities. In addi¬ 
tion, publicity is of utility in neutralizing or subduing sales 
resistance, especially misinformation and prejudice; new customs, 
vital elements in market cultivation, can thus be introduced by 
arousing interest in their novel features and then a vogue therefor. 

Among the other benefits to the industries that are derivable 
from publicity is the dissemination of good will by the release of 
interesting and favorable facts about a business and its policies 
If a company is conducting scientific research with the aim of 
improving its products, this fact is of concern to consumers, and 
it is the special province of publicity to acquaint the public 
therewith. If a company has leadership in its methods, the 
publication of that fact, in an interesting way, will add to the 

^ George P. Rowell, “Forty Years an Advertising Agent," Franklin 
Publishing Company 
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status of the organization among consumers. It is plain that a 
business may be made or marred by the method and manner of 
its publicity. 

If it is desirable in an undertaking to convey important news 
to the trade or to the public, the competent publicity specialist 
can devise a situation that will have adequate appeal to cariy^ a 
story containing such a message. These specialists must be on 
the alert to take advantage of events of general news interest, to 
the publicity advantage of their clients or employers. 

Practical Problems of Public-relations Specialists. —Perhaps 
the work of the Public-relations Specialist may be made more* 
vivid if a hypothetical example is given. In an industry which 
we shall designate as Pabulum, there is a heavy tariff. In the 
United States only a comparatively small numlx'r are employc'cl 
in the industry. About four times as much Pabulum is importcxl 
as produced here. As every family in the country is a user of 
Pabulum, all are taxed for the benefit of the few local producers 
Importers feel that this tax is neither economic nor just. They 
maintain that the amount collected in tariff raises the price to 
all consumers, and as only one-fifth of the product is home grr)wii, 
the price for each four pounds is increastd to protect those who 
produce one pound at home. 

If the importers start a cooperativ e advertising campaign, it 
will meet with much opposition because of the obvious self-inter¬ 
est of the advertisers. So they approach the problem in an 
impersonal way. The Publicity Specialist secures an economist 
of standing to make a study of the suVjject. He prepares an 
article for the Economic Review showing, among other things, 
how much each family is taxed and how^ much the aggregate 
amounts to, for those engaged in production. Other writers 
step this down for newspaper readers. Meanwhile other articles 
are prepared for the women’s magazines, as women are the princi¬ 
pal buyers. Reprints of the original article are sent to members 
of Congress. 

Other writers prepare articles for the trade journals, so that 
the retail trade is made familiar with all the arguments. Thus, 
if customers ask questions about Pabulum and the effect of the 
tariff, the dealer will be on familiar ground and will be able to 
answer questions intelligently. Domestic science teachers and 
their publications will not be overlooked. 
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If successful in arousing public interest, women’s clubs, school 
and college debaters and other forums will be supplied with 
material for discussion. Even a debate over the radio is a possi¬ 
bility with a matter of so much interest. 

This is the barest outline of what an alert Public-relations 
Specialist would work up for a program, when given charge of a 
matter of such magnitude. Also the authors believe that this is 
representative of a large number of problems that can be han¬ 
dled by the Publicity Specialist much more effectively than by 
advertising. 

Public Relations Policies. —To enlightened management, a 
company or an institution can be expected to prosper only as it 
serves. All businesses are organized to make profits, but to 
(‘xpect profits only as they can perform services acceptable to 
their consumers. In general, profits will be proportional to serv¬ 
ices. This may seem like an idealistic program, but it is the ideal 
of a large number of businessmen, not the Utopian desire of the 
classroom. Arthur W. Page^ proposed the following: 

The first thing in the personal relations program is to have the man¬ 
agement of the business write out a statement of policy. This is 
equivalent to saying to the public; We should like to serve you and we 
offer you the following contract which we think would be fair to all con¬ 
cerned and mutually profitable.” 

No one can write out such a document without thinking over the com¬ 
pany's responsibilities to the public, as a purveyor of goods or services, 
as an employer, as a taxpayer, perhaps as a trustee of the public's 
investments, and so forth. It might occur, also, that a document of this 
kind, which the management would be proud to sign, when literally 
applied to the business might not fit in all particulars. This immedi¬ 
ately brings up the question whether the business or the policy was 
wrong and which should be changed. In other words, this writing out 
of a policy is a device for making the management take the time to 
study seriou.sly and carefully the relation between the public and the 
busine.ss, to see whether the business has public approbation and 
whether it ought to have it—to see itself as nearly as is possible as the 
public sees it. 

The second part of the program I suggest is that a policy having been 
established, some machinery be set up to see that two things happen; 

1 Vice-president of the American Telephone and Telegraph Company, 
speaking before the International Management Congress, Sept. 20, 
1938. 
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(1) that the business does not deviate from the policy by inattention or 
neglect, and (2) that the details of the policy be changed to fit the chang¬ 
ing public desires. The machinery to do this is ordinarily called the 
Public Relations Department. 

A company can, of course, work out a policy and set up machinery to 
keep it revised without a public relations department as such. But 
keeping attuned to the public wishes may be so vitally important that 
it seems but a matter of insurance to detail someone to spend all his 
time on that job. As knowing the public is not an exact science, the 
gentleman detailed to the job cannot answer questions with the precision 
of an engineer, or even within the latitude taken by legal counsel. But 
by constant attention, study, and experience, he can learn some things 
and he can see that the problems concerning the public get the attention 
they deserve from the rest of the management. 

However, to do this effectively he will have to be a part of the policy¬ 
making councils of the company, for it is of . the essence of the flaily 
conduct of affairs. It cannot be an isolated function. Even though a 
company has set up a positive program and has a realistic philosophy 
about its relations with the public, it must still be prepared to meet new 
aspects of public opinion which arise at any minute. It may be ques¬ 
tioned by one group for having too much debt, and another for not 
having enough; by one group for having too many college graduates, 
and another for not having enough; at one tirno in our history the public 
would have censured a company for building ahead in a depression, at 
another for not doing so; sometimes there is criticism of lack of sales¬ 
manship, and sometimes of overselling. In other words, the public is 
a somewhat whimsical master. To keep in tune with it means eternal 
vigilance in watching its moods. 

Not long ago I saw a review of a book about Governor Hutchinson, 
British governor of Massachusetts just before the Revolution. The 
review stated that the people of Massachusetts had convicted Governor 
Hutchinson of treason against the state which they anticii)ated lorming. 
The process of reform, so strikingly stated in the review, has been exactly 
the process of reform that the American people have continued to prac¬ 
tice on both individuals and business ever since. When the public gets 
an idea that certain business practices should be changed, it picks out a 
victim, tries him, and convicts him under the law it intends to pass. 
The j6b of business is to guess what practices the public is really going 
to want to change, and change them before the public gets around to the 
trial for treason. 

Propaganda and Publicity. —Because publicity and propaganda 
are the tools of the public-relations expert, it is pertinent that 
their uses and abuses be considered, at least briefly. Propaganda 
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has not acquired an unsavory reputation through its use to pro¬ 
mote higher pay levels, extension of public schools, slum clear¬ 
ance, truth in advertising, or the eradication of syphilis. 
Editors, teachers, writers, preachers, and politicians are all 
propagandists in the sense that they advocate “steps,*' “meas¬ 
ures,” and programs which they believe beneficial to the public. 
That part of their openly avowed program may pertain to an 
interest which is personal is no reflection on the sincerity of the 
advocate or the justness of the cause. 

Propaganda is usually unsigned. The idea is that whatever 
is said is verified by the publication which presents it. Basically, 
there is no more reason why a manufacturer, or other business 
concern, should not send a publisher an account of some event 
connected with his business which might be of interest to readers 
than there is why a preacher should not send a synopsis of his 
sermon to the editor of the church column. That each might 
profit directly, or indirectly, by the publication has nothing to 
do with the ethics of the case. If the preacher were required to 
sign the report of his sermon, it would be embarrassing since it 
would seem to make an undignified bid for publicity. Not 
signed, it gives the impression to most newspaper readers that 
the editor regarded the sermon sufficiently important to have 
it reported. This is vastly more pleasing to the preacher than to 
have the impression go out that he actively sought the publicity. 

Business firms as well professional men may seek publicity. 
It may also be to their advantage to have the news given anony¬ 
mously. Suppose a new building is to be erected. Presumably 
it will be a benefit to the street or, possibly, to the whole town. 
Advertising space might be employed to make the announce¬ 
ment, but that would imply either that the press was biased 
against the firm making the improvement to such an extent 
that it would not mention the enterprise or that it was so lack¬ 
ing in initiative that its reporting was not dependable. Besides, 
it would be much more pleasing to the firm to have the news 
item come from the newspaper than from the one making the 
improvement. 

Suppose, again, that there is a serious fire hazard in a town. 
It happens that one manufacturer is particularly endangered by 
the firetrap. For him to come out openly and advocate its 

'iwftava.l look like asking a personal lavor. Tke canee 
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would be no more just by his signing the account, and the effect 
might be much less impressive. 

Many of those who inveigh most vociferously against propa¬ 
ganda use the vilest propaganda in doing so. Consider, please, 
the following quotation: 

He who pays the piper calls the tune. Excessively rich interests, cor¬ 
porations and individuals, infuriated at being compelled to contribute 
to social reconstruction by the payment of just taxes, have spent mil¬ 
lions of dollars since the last war in socially destructive propaganda. In 
doing BO they have brought the entire technique of the professional 
propagandist under justifiable scrutiny. The debate about propaganda 
today is, then, basically a branch of the debate about the distribution of 
the national income. The attack on propagandists is, by the same 
token, not an attack on a democratic right but a defense of a democracy 
that is jeopardized by plausible, soft-stepping, invisible propagandists 
who poison the wells of public opinion. 

The author of that paragraph, under the guise of correcting 
unsocial propaganda, is striking as hard as he knows how at our 
economic system. “The debate about propaganda today is, 
then, basically a branch of the debate about the distribution of 
the national income." In other words, the evils of propaganda 
cannot be cured without a redistribution of income. He was 
supposed to be debating the menace of propaganda to democracy. 
Yet he adroitly puts in a plug for a new economic order, then, in 
the same breath, accuses others of “poisoning the wells of public 
opinion." 

The use of any form of propaganda as in the press, the pulpit, 
or the classroom—may be good or bad according to the honesty 
or deviousness of the one using it. The authors have as intense 
a dislike of duplicity, deceit, and misrepresentation as ha\e the 
most ardent reformers. They believe, however, that propaganda 
of and for business is entitled to the same rights and privileges 
as the propaganda against business. Both are to be abhorred 
when false and deceitful. But when a law prevents an employer 
from presenting his side of a labor argument to his empJoyees, he 
is driven to the use of propaganda, which may seem less forth¬ 
right than would a direct statement, which the law forbids. Yet 
the very ones who uphold and prepare piopaganda to support 
that kind of labor legislation cry unto high heaven for means of 
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preventing any voice for the employer, even that of indirect 
communication. 

Publicity plays some part in almost every major campaign. 
In most instances it is a legitimate part. In any case, false, mis¬ 
leading, and deceptive promotional material has no place. It is 
unethical and in the long run it will be unprofitable. 
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The Consumer Movement 


Oii^n of the Consumer Movement. —So many things are 
included in the term which is the subject of this chapter that it is 
difficult to be specific in discussing it. To the authors, it means 
primarily a better understanding of consumers^ goods and the 
setting up of standards by which they may be judged. These 
are to be reflected in a standardized labeling system which plainly 
indicates the quality level to which the article belongs. We 
believe that the present agitation for more complete information 
concerning consumers’ goods and a large amount of education 
that is involved in understanding what constitutes quality differ¬ 
entiates the present movement from others that have gone before. 

The movement has been very much complicated by reformers 
who believe that the profit system should be abandoned and 
something substituted in its place. Part of these reformers 
would substitute cooperative marketing and cooperative stores 
for our present system. Others would boldly carry us over to 
some form of socialism. Still others have found a new source of 
livelihood in attacking advertised goods and providing advice 
as to the best values. In addition to all these, there is a critical 
attitude that business is not conducted with the degree of honesty 
that is expected Many teachers in secondary schools and even 
some professors in colleges believe that business fundamentally 
is corrupt and reVeal their belief in their instruction. This belief 
is largely founded on a group of books that have attacked business 
and advertising from various angles. 

Periodic waves of reform sweep over the country. Frequently 
these are started by some exposure of corrupt business or political 
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practice. One of these came in the early nineties following the 
publication of "The Jungleby Upton Sinclair. This book 
exposed some unhealthy conditions in the meat-packing industry 
in Chicago. Corrective legislation providing for Federal inspec¬ 
tion and certification followed. 

At the turn of the century came a deluge of muckraking 
articles, published mostly in periodicals. Lincoln Steffens, Ida 
Tarbell, Ray Stannard Baker, George Kibbie Turner, Thomas 
W. Lawson, and Ben B. Lindsey were the leading purveyors of 
literary muck. Their studies were so thorough, so accurate, so 
well documented, and of such general interest that they were 
gladly accepted and published by the leading magazine publishers 
of the time. They attacked both corrupt business and political 
corruption. Popular election of United States Senators was one 
of the results of the exposures. About the same time, Dr. 
Harvey W. Wiley, a government chemist, discovered that many 
foods on the market had used injurious preservatives. He gave 
wide publicity to his findings, in which he received the whole¬ 
hearted support of the women's magazines. The Pure Food 
and Drug Act of 1906 was a tangible result. It also stimulated 
an interest in a higher standard of purity for all foods and was a 
great encouragement to the use of packaged foods. 

For more than 20 years following this, there were no spectacular 
innovations of popular interest. The "truth in advertising" 
movement commenced its unostentatious but effective growth. 
The Federal Trade Commission came into being, and the Clayton 
Act was passed. These and other influences, such as the growth 
in popularity of women's magazines and their intelligent dealing 
with problems of the home and the improvement and wider scope 
of domestic-science study, produced a steady but not spectacular 
improvement, both in the values of products available for the 
home and in the higher standards of honesty in buying and selling. 

Then at the close of the twenties came the business crash and 
a flood of muckraking books, almost simultaneously. These 
books were a strange mixture of information, misinformation, 
and deception. Simply written and gossipy without limit, they 
were widely read and exerted at least a temporary influeilce of 
considerable extent. 

Why the Movement Has Grown So Rapidly. —It is character¬ 
istic of a depression time to bring out iiew ideas for supposedly 
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more efficient business methods. The Farm Grange came in to 
being as a result of the hard times of the early seventies. The 
Patrons of Industry followed in the middle eighties. The 
“Greenback” party, the single-tax idea of Henry George, 
the bimetal craze, and the cooperative movement more recently 
have been stimulated by periods of business depressions. Going 
off the gold standard and the reduction in the amount ot gold in 
the dollar are products of the depression of the past decade. 

The Grange established thousands of stores on a modified 
cooperative basis. Members held meetings for the discussion of 
business and political questions and became a real factor in the 
social life of th(' country, although their merchandising activities 
were soon discontinued. The Patrons of Industry (P.I.^s) pro¬ 
posed that the order should arrange with selected stores to sell 
merchandise to their members at a flat 10 per cent margin over 
costs They published and distributed literally millions of cir¬ 
culars quoting manufacturers’ and wholesalers’ prices of con¬ 
sumer goods But for all their spectacular activities they soon 
passed. 

The present prolonged depression has provided a fertile soil for 
urging the adoption of new economic systems and unlimited 
criticism of our business system. The best of this is foi more 
comprehensive consumer education. The worst is a widcsprt'ad 
attack on American business and especially on advertising. 

If one were to catalogue all the influences that have brought 
about the consumer movement, there would be a very long list. 
The growth in the extent and the improvement in the informative 
quality of advertising probably should come first. To put it 
more broadly and more accurately, modern magazines, including 
the advertising, should come first. Especially is this true of 
women’s magazines, already mentioned. 

Another influence in arousing consumers to take a more active 
interest in getting the most for their money is the recently 
developed practice of many manufacturers to submit products 
—both their own and their competitors—to a large number of 
women for their tests and subsequent comments. This has 
aroused an intelligent and lively interest in current merchandise 
and intelligent methods of comparison have developed. 

The influence of domestic-science study m both schools and 
colleges is a growing factor. Women, because of these studies, 
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have become more intelligent buyers. Although they still spend 
a large part of their budgets under the urge of style rather than 
art or service, they actually have come to know vastly more 
about the goods they buy than at any time in the past. This 
intimacy with merchandise has awakened a desire for more 
information, particularly about quality and materials. 

The muckraking books had a quickening influence, which 
tended to accelerate and intensify interest in learning about con¬ 
sumer goods. The Consumer’s Research, Inc., sprang directly 
out of one of these books and Consumers Union of United States, 
Inc., is an outgrowth of this company, instigated by internal 
dissension. These and others who sell a testing service claim 
about 200,000 members, which is a rather puny growth compared 
with the membership of the Grange and the P.I.’s when they 
were in their prime. 

Other quieter but probably more influential factors have been 
the work of the better business bureaus, numerous trade associa¬ 
tions, the American Standards Association, the National Bureau 
of Standards, and numerous publications, which censored their 
advertising and conducted testing bureaus in the interest of their 
readers. In very few of these have women’s clubs or other social 
or educational organizations played a conspicuous part. 

Other Contributing Factors. —The moral and ethical standards 
of business have slowly but gradually improved ever since Jacob, 
aided and abetted by his mother, lied to and deceived his dying 
father to defraud his brother out of his birthright. Since adver¬ 
tising is the visible part of business, a public record open to all 
who read or listen, it is only natural that it should lead the 
upward procession. In this phase of business, misrepresenta¬ 
tion and deception are the exceptions. The rapid development 
of advertising in this century has been accompanied by a drive 
to make it more trustworthy, consequently more influential, and 
incidentally more profitable. Laws have been enacted over a 
large part of the United States which make it a misdemeanor to 
publish an advertisement which is ‘'false, deceptive, or mis¬ 
leading.” Numerous other laws, to be reviewed later, have been 
enacted. The FTC has been established. Better business 
bureaus are maintained in almost every city. All these have for 
their chief purpose making every form of business, including 
advertising, more honest and more dependable. 
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Yet no one would maintain that business is free from dishonesty 
nor advertising free from deception. Unfortunately, both are 
judged too often by the small per cent that is crooked rather than 
by the very high per cent that is above criticism. There will be 
a still further improvement as the public becomes so enlightened 
as to demand it or so much interested as to do something about 
it. If a thousand people, out of each million who see a deceptive 
advertisement, would merely cut it out and return it to the 
advertiser, with a penciled statement, “I do not believe this,” 
practically ail false advertising would disappear within a year. 

The trouble is that people are so accustomed to lying among 
themselves socially that they don’t resent lying as much as they 
should. For every lie told in business, there are scores told in 
society. Consumers have come to expect businessmen to be far 
more honest and upright than they are themselves. There are 
probably many more lies told about why merchandise is returned 
to stores—to mention just one practice—than arc told to mis¬ 
represent merchandise. A pari of the consumer movement yet 
to be developed is the idea that buyers must not lie if they donT 
want to be lied to. 

Some Associates of the Movement. —The paid buying guides 
have sold their services by creating the impression that many, if 
not most, foods on the market are unwholesome, if not actually 
poisonous; that fabrics are generally contrived to give the least 
rather than the best service to consumers; and that trustworthy 
advertising is the exception. This also is the attitude of the 
muckraking books, which have stimulated the sale of buyers’ 
guides. Following are some quotations from those active in 
selling buying guides. 

Arthur Kallet, general manager of Consumers Union, explained 
in his book “Counterfeit” that business is a 

. . . ring of counterfeiters operating wherever money is exchanged for 
goods—a ring so bold that its plants are run openly, so powerful that the 
law cannot admit its existence. ... It owns the big factories in Mill¬ 
ville, the department store down on Main Street, the automobile 
agency and the little shops around the corner. 

In his conclusion, Mr. Kallet says: “The remedy must not be 
sought in. legislation but in a fundamental change in our eco¬ 
nomic system.” Becoming even more explicit, he declares it to 
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be his opinion that the evils of which he complains cannot be 
ended “so long as industry is privately owned.” 

The Consumers Union Reports, according to Alfred T. Falk, in 
a speech before the Hundred to One Club of New York,^ had no 
criticism to make of Mr. Kallot's statements. 

Donald E. Montgomery, Consumers' Counsel, Agricultural 
Adjustment Administration, gave one of the principal addresses 
at the conference on consumer education held at Stephens Col¬ 
lege, Columbia, Missouri, the first week of April, 1939. It was 
a long and clever lecture on the necessity for consumer education, 
because nothing of the kind could be expected from the regular 
business or industrial organizations. He admitted that of “one 
or two” chain stores, mail-order houses, and department stores a 
“number are willing to push forward toward factual selling.” 
But he asks, “Is it true that the profession of salesmanship can 
make a living only by virtue of the ignorance of the laity?” 

This, unfortunately, is the attitude of many de^partmental 
officials of the Federal government. Like Mr. Montgomery 
they feel that the interests of business are antagonistic to the 
interests of people at large, and, supported largc'ly by taxes paid 
by those whom they attack, they go about the country stirring up 
enmity toward business under the guise of education, under or 
within the consumer movement. 

J. B. Matthews was before the Dies Committee during Decem¬ 
ber, 1939. The New York Sun reports his charges as follows:^ 

Matthews at one time was head of Consumer's Research, of which 
Consumers Union is an offshoot, and he spoke of the organizations he 
attacked as realizing that the power of advertising was an absolute 
essential if American production is to find the market necessary to keep 
the wheels turning. Thus, if faith in advertising can be broken, a vital 
cog in the machine has been smashed. 

The manner in w^hich these consumer organizations carry out this 
program, the report went on to explain, is to make use of real and 
fancied abuses encountered by consumers in their buying, building up 
these abuses until it seems that they are the result of deliberate fraud, 
then work the resultant distrust and ill will into the construction of a 
movement which “the party hopes to integrate with its own revolu¬ 
tionary program dictated from Moscow.” 

^ Oct. 31, 1939. 
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Cooperativ© Distributors is an affiliat© of th© Cooperative 
League of th© United States of America. It describes itself as 
‘'an institution owned by those it serves and working toward 
efficient democracy.*^ Promotional material for the cooperative 
institutions is distributed by this organization, which is also asso¬ 
ciated in the minds of the public with the consumer movement.^ 

The authors have included the above to show the various 
ideologies that may have contributed to the growth of the con¬ 
sumer movement, which have greatly profited by it in many 
instances, but which in the minds of the authors are wholly sepa¬ 
rate and apart from it. While attacks on business may have 
helped spread interest in the new movement, the time seems to 
have arrived when the movement must divorce itself from these 
various agitators if it is to continue to grow and spread its whole¬ 
some influence. Indeed, the success of the consumer move¬ 
ment may ultimately be measured by the extent to which it has 
replaced its present associates. 

Difficulties of Consumer Education.—To anyone who has the 
rudiments of a technical education, the idea of teaching the house¬ 
wife how to judge qualities of some 4,000 or 5,000 different items 
that will come into her home in a few years’ time is no less than 
appalling. In so many instances the manufacturers themselves 
are not sure! For example, in packing coffee, some roasters 
believe so firmly that “blending in the green” is essential to the 
choicest flavors that they invest thousands of dollars in coffees 
which are intermixed and kept maturing for as long as 6 months 
before roasting. To prove that this really makes the final 
“roast” more acceptable to the thousands who consume it would 
be impossible. Yet so devoted to producing the best are these 
firms that they continue in spite of the expense. Other coffee 
blenders do not share this belief and so either do not allow so long 
a time for maturing or omit it altogether. 

A similar period for aging vanilla extracts is generally thought 
to be necessary for top flavors. Other extract houses curtail the 

^ It is important to distinguish between the cooperative movement and 
the consumer movement. The cooperative movement is composed of actual 
business units wherein the farmers or consumers invest their own resources 
and assume the risks of competing against private business. It has not been 
considered separately, since our discussion of marketing problems and policies 
applies equally to cooperative business and private business. 
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time for maturing from 6 months to as many weeks. Only the 
most discriminating appreciate the difference, while many prefer 
a synthetic vanilla extract made from coumarin. 

Manufacturers of cutlery could easily produce knife blades so 
far superior to most found on the market that the length of life 
and the ability to hold an edge would be doubled many times, 
but the task of educating the public to the benefits received from 
a 2-dollar paring knife is so great that the project would be 
unprofitable. Other items offer similar difficulties. 

In the last 20 years advertisers have spent fortunes in educating 
the public to brush their teeth. One experienced advertising 
man estimated that, by periodical advertising alone, it costs S25 
to convert an individual to the benefits of keeping teeth clean. 
Once converted, the profit on all the toothpaste an individual 
might buy would not be enough to pay the interest on the 25- 
dollar investment. Dentists are not agreed on the amount of 
abrasive material that may be safely used. How, then, can the 
manufacturer be expected to "educate^’ his customer as to 
''quality 

There are three types of baking powder, cream of tartar and 
tartaric acid, phosphate, and alum—to adopt the names which 
are commonly used and partially understood. All three acids 
react with baking soda to form laxatives of diffpring intensities. 
Physicians disagree as to the amount of each which ^ay be used 
without danger of injuring human tissues. Some of the govern¬ 
mental agencies inveigh strenuously against alum baking powder, 
while other departments of the government buy and use alum 
baking powder in large quantities. These are reviewed to show 
a small part of the difficulties involved in explaining a few of the 
household supplies so that they will be understood by the users. 

It is a well-established principle of business that the buyer 
must pay for his education. Where the seller teaches his cus¬ 
tomers how to use his product, the price must include the cost of 
the instruction. That is strikingly illustrated with such an item 
as a sewing machine. When a demonstrator calls and teaches 
the new owner how best to use her machine, he has to be remuner¬ 
ated, and the simplest and most satisfactory way to do it is to 
add the cost of the instruction to the purchase price. 

Few manufacturers are good teachers. Their business is to 
make goods, not to give instructions in the best ways to grade 
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them or how best to use them. That should be turned over to 
educational systems. Yet, because new goods have come on the 
market with such rapidity, producers have found it advisable 
and profitable to give some instructions about their products. 
If the articles give satisfaction when used according to instruc¬ 
tions, they will prove satisfactory and the business will grow and 
prosper. So it behooves each manufacturer to do the best educa¬ 
tional job possible in his own interest, even if he is not an effec¬ 
tive educator. 

It is noc indifference nor perverseness that keeps most manufac¬ 
turers from giving more information about their products. It is 
the immense difficulty of doing an adequate job at a cost that can 
be undertaken. More informational advertising copy will be 
adopted just as fast as consumers are educated to respond to it. 

As a matter of fact, a prodigious amount of printed matter is 
devoted to instructing purchasers about products they buy and 
how best to use them. This information naturally is not in the 
display type of magazines or in the radio commercials. Much of 
it appears in package inserts, where it naturally belongs. Those 
who criticize advertising so severely for being emotional rather 
than educational would do well to read some of these package 
enclosures. 

A word about motives may be in place. A few manufacturers 
skimp or adulterate their products. Why? It is because they 
think they will make more money. Other manufacturers try to 
make the best goods their consumers will buy. Why? Because 
they believe that in the long run they will be most profitable. 

Information for the Label. —The demand for more informa¬ 
tive labeling is shared by retailers as well as consumers. Most 
manufacturers of high-class products would also heartily welcome 
a system of labeling which would clearly designate the difference 
between their products and others of less merit. This would 
include levels of quality as well as ingredients from which the 
product is made, and instructions for use. 

A definitely accurate description usually is so technical that it 
is meaningless to most housewives and other consumers. The 
amount in American units of measure is one specific requirement 
that seems reasonable. Yet in the case of cheese, butter, lard, 
and numerous other products, the weight at the time the article 
is packed will not be the same 6 weeks or 3 months later. The 
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articles tend to lose moisture, while retaining undiminished all 
the ingredients which make them valuable as foods or food acces¬ 
sories. Other items like tea, coffee, and bakery products tend 
to absorb moisture and so increase in weight. These deteriorate 
more by adding weight than those first mentioned by losing 
weight. 

One intelligent woman made the reasonable suggestion that 
labels give the following: 

Style: cream style or whole kernel in com. 

Type: sw^t or sour, in cherries. 

Count: number of slices in can of pineapple or number of halves (approxi¬ 
mately) in pears or peaches. 

Syrup: heavy, medium, or light syrup, or water pack. 

Variety: some people prefer Kieffer pears, and others will eat nothing 
but Bartletts. 

A further discussion by a woman who has given much thought 
to the subject brought out the following proposals: 

In buying hose, we want to know: 

1. Whether the material is *'pure-dye silk,’’ weighted, or mixed fibers. 

2. The thread count. 

3. Gauge—^not just the kind of machine used, but if all the needles 
were actually used. 

4. Twist. 

5. Length in inches, not just short, medium, and long. 

6. Size, according to some standardized system of marking. 

7. Full-fashioned or mock full-fashioned. 

8. Firsts, seconds, or thirds. 

Some of these things could be taken care of in a standardized A, B, 
C grading system. 

In dresses we need to know as minimum information: 

1. Material: Its fiber content, per cent of weighting, per cent of sizing, 
and warning as to shedding or other unusual qualities. 

2. Size, according to some standardized system of marking. 

3. Color fastness, to sun, perspiration, and washing. 

4. Washing directions, and shrinkage to be expected. 

5. Permanency of finish. 

6. Guaranty as to slippage. 

On mail-order dresses we want to know the width of seams. 

In dishes we want to know: 

1. Whether they are earthenware, semiporcelain, soft- or hard-paste 
porcelain, or bone china. 

2. The temperature the ware will stand without crazing. 

3. Whether they have overglaze or underglaze decoration. 

4. How to wash, and how to store dishes in order to protect the over¬ 
glaze decoration. 
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A superficial survey of upwards of 100 women did not reveal 
one who knew the meaning of 50 per cent of the terms used in the 
above paragraphs. It is possible that, if such inlormation were 
attached to the different articles to which they apply, in course 
of time consumers might become familiar with the various terms. 
Apparently the cost of adding such information would not be a 
great hardship to anyone, and the trial seems to be worth while, 
although it is apparent that the information would not be immedi~ 
ately helpful. It all goes to show how involved a seemingly 
simple requirement is. Furthermore women—and sometimes 
men—like to deceive themselves as to the sizes they wear. Shoe 
manufacturers formerly marked sizes in plain figures. Selling 
the appropriate size became so difficult that a blind system was 
adopted and is still in force. This is one place where the con¬ 
sumers do not want definite information about the products they 
buy. 

Grade Marks. —For several years consumer groups have been 
studying the possibility of attaching labels which designate 
quality. It seems simple. Say A, and C were used to desig¬ 
nate different grades. What are the difficulties, and why has 
not such a seemingly simple and helpful nomenclature been 
widely adopted? First, a judicial board with official standing 
would be necessary. Presumably this would be a Federal board. 
An alternative would be to organize another American Standards 
Association, which would consider consumer rather than indus¬ 
trial goods. In a limited way, the Standards Association is doing 
some work in the consumer field. This is to be preferred, it 
seems to the authors, as manufacturers, retailers, and consumer 
representatives could meet and make the best possible standards, 
grant certified labels, and trust to others to carry on the necessary 
educational program. 

If it were to be turned over to Federal authorities, it would 
soon become bureaucratic in methods and demands. As we can 
appreciate from experience with the various Federal commissions 
now operating, politics, officialdom, ruinously expensive proce¬ 
dure, and long delays are characteristic of such boards and com¬ 
missions. Precedent rather than consumer convenience and 
preferences would soon become the guiding rule. 

The labeling of second and third grades is a problem yet to be 
satisfactorily solved, as discussed more at length in the consider a- 



472 


Marketing Policies 


tion of a “Family of Products” (Chap. IX). One of the striking 
illustrations is in the automobile industry. There is no unanim¬ 
ity in designating less expensive from higher priced cars made 
by the same manufacturer. 

A grading system should include the number of grades recog¬ 
nized. For example, in grading eggs, they may be divided into 
either three or five qualities. The mark C means a very different 
thing when there are five grades than when there are only three. 

Many items, as pointed out above, deteriorate in the lapse of 
time. Grade C coffee fresh from the roaster would be preferred 
by most people to grade A which has been in storage for a year. 
One firm dates its coffee to ensure freshness. If all products 
which deteriorate with the passing of time were dated when 
packed, the degree of freshness would be shown, but the cost of 
such dating would be a considerable item of expense to most 
manufacturers. 

After grades were established, what would be done for the 
enterprising manufacturer who brings out a product definitely 
superior to grade A? 

The above should be taken by the reader as an explanation 
for the slow progress that grade and other informative labeling 
has made. In no sense are the difliculties mentioned to be 
regarded as arguments against it. Furthermore, manufacturers 
of quality goods should not be charged with lack of cooperation 
by their consuming public because they have not gone further in 
adopting informative labels. It is also true that many advertisers 
regard their trade-marks as designating the No. 1 or A grade. 

Active Organizations in the Movement.—In the pages which 
follow this paragraph, there is a tabulated list (Table 17) of the 
different associations and businesses which are performing some 
service pertinent to the consumer movement. An honest 
attempt has been made to give these a fair enumeration. The 
write-up for each one has been taken from a study which Werner 
J. Gabler made for the American Retail Federation. The con¬ 
clusions and some of the descriptions have been materially 
changed from the original, so the authors should be held responsi¬ 
ble for any statements made regarding the movement rather than 
the original source. 

The consumer movement, we repeat, seems to concentrate on 
three points: more descriptive labeling; labeling with grades of 
{Text continued on page 483.) 
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Table 17. —Organizations Actiye in the Consuiier Movebcbnt 
Educational Groups 


Name of 
organisation and 
date started 


Sise of 
memberahip 


Typo of 
memberahip 


Conaumer aotivities 


Institute for Con- No memberahip To carry forward whatever 

Burner Education educational developmenta 

(Alfred P. Sloan promise to be the moat 

Foundation) 1936 helpful to rank-and-file 

consumers, both aa indi¬ 
viduals and aa members of 
an advanced economic 
community. 

Eatabliqhed a well- 
equipped consumer li¬ 
brary open to anyone 
interested. 

Established oonsumera’ 
course at Stephens Col¬ 
lege. 

Established consumers' 
clinic for students and 
adults. 

Prepares school study ma¬ 
terials and adult study 
materials. 

Publishes a monthly news 
letter during the school 
term. 

Is preparing a series of 
booklets on consumer 
problems. 

Sponsors educational re¬ 
search projects. 

Organised a national con¬ 
ference of leaders in con¬ 
sumer education. 

National Education 48 state. 4 terri- Professional teach- Has compiled and dis- 
Association of the tonal, and 700 lo- ere tributed to its members a 

United States cal teachers’ asso- number of bibliographies 

ciations with an on consumer education 

afiiliated member- and conaumer coopera- 

ship of 775,000 tives. 

teachers Reports case histories of 

consumer education ac¬ 
tivities and courses in its 
publications and stimu¬ 
lates the interest of its 
members in consumer 
education. 

Publishes The Journal oj 
the National Education 
Aeeociation of the United 
Statee. 
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Table 17.—Organizationb Active in the Consumeb Movement.— 

(Continued) 

General Organiaations 


Name of 
organiiation and 
date started 


Sise of 
membership 


Type of 
membership 


Consumer a&tivities 


General Federation 
of Women’s Clubs 
1890 


American Associa¬ 
tion of University 
Women 1882 


National League of 
Women Voters 
1020 


2,250,000 individu¬ 
als in 14,631 clubs 


61,662 individuals 
in 845 local chap¬ 
ters 


48,000 indiv-auals 
in 31 state leagues 
made up of 557 
local leagues 


Women’s clubs 


Local clubs com¬ 
posed of college 
women 


State and local 
women’s leagues 


Represented on the Ad¬ 
visory Committee on Ulti¬ 
mate Consumer Goods of 
the American Standards 
Association. Unites pub¬ 
lic opinion to work for 
voluntary adoption by 
manufacturers of stand¬ 
ards and informative la¬ 
beling. In cooperation 
with the Consumers’ 
Counsel Division of the 
A.S.A., it broadcasts a 
weekly discussion of con¬ 
sumer problems over a 
nation-wide hookup. It 
ifi affiliated with National 
Consumer-Retailer Coun¬ 
cil. 

The study guide, “Scien¬ 
tific Consumer Purchas¬ 
ing,’’ sometimes referred 
to as “the best study 
guide on consumer prob¬ 
lems available for adult 
study groups,” has been 
used by more than 260 
local groups within the 
Association and by a 
number of other organi¬ 
sations. It analyses the 
position of the consumer 
buyer in our present-day 
economy, gives the sources 
of consumer buying infor¬ 
mation, and suggests plans 
for the study of particular 
commodities. 

Interest in the consumer 
field is confined to govern¬ 
mental relationships to 
consumers. The League 
is not concerned with the 
broad field of “consumer 
education,” such as in¬ 
structions for buying. 
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Table 17.—Obganuahons Active in the CoNsniiER Movement.— 

{Continued) 

Professioiial OrganicationB 


Name of 
organisation and 
date started 


Sue of 
membership 


Type of 
membership 


Consumer activities 


American Home 70 000in 1,079 local Home-economic 
Elconomios Asso- and student clubs stulents and 
oiation 1008 teachers, also buai- 


National Congress 2 250 000 individu- 
of Parents and ah 
Teachers 1807 


Local associations 
(omposed of teach- 
(iB and parents of 
school children 


National I* ederation 70,000 individuals Clubs made up of 
of BusmesB and in 1,600 clubs | tasiness and pro- 

ProfesBional i fessional women 

Women's Clubs 

1010 I 


Advocates the labehng of 
staple fabrics with quality 
spi r /ficationa, and empha¬ 
sises the need of testing 
consumers’ goods 
Consistently supports legu- 
Is .ve measures involving 
the principles of honest 
merchandising and prob¬ 
lems directly mfluenoing 
consumer mtereets 
4fiiltatpd with National 
Consumer-Retailer Coun¬ 
cil 

Represented on the Ad¬ 
visory Committee on Ulti¬ 
mate Consumer Goods of 
the American Standards 
Association 

Active in regard to all 
problems of the home and 
homemakers’ consumer 
problems 

Holds regular homemaking 
conferences 

Publishes Parent Teaehern 
Magazine 

Represented on the Ad¬ 
visory Committee on Ulti¬ 
mate Consumer Goods of 
the American Standards 
Association. 

Current program includes 
the study of factors which 
have produced unemploy- 
I ment and the »ffect of 
unemployment on con¬ 
sumers , of pressure groups 
and conflicting interests 
in the United States, and 
of the advisability of 
governmental regulation 
of business and industry 
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Tabu 17 .— Oboaniiations Acnv® m the ComuMwa MonutEvr.— 

(CotUiniud) 

A Religious Organisation 


Name of 
organization and 
date started 

Size of 
membership 

Type of 

1 membership 

1 Consumer activities 

Federal Council of 
Churches of 
Christ in America 
1909 

24 religious denomi¬ 
nations with about 
20,000,000 com¬ 
municants 

' Church congrega¬ 
tion. 

Holds field conferences 
concerning consumer 
problems. 

Distributes consumer edu¬ 
cational literature. 

Advocates consumer co¬ 
operatives 


Independent Organizations with Consideration of Consumer Problems as 
Their Sole Purpose 


ConBUmerB* Na¬ 
tional Federation 
1937 


United Conference 
on High Coei of 
Living 1935 


Coneumer organi- 
aationa and indi- 
viduala 


Individuals znoatly 
in lower income 
groups 


To act aa a clearinghouse 
for consumers’ organiza¬ 
tions and to conduct a 
general educational and 
information service on 
consumer problems. 
Studying development of 
consumers' organizations 
in order to identify the 
consumer and to establish 
criteria by which bona 
fide organizations may be 
identified. To exchange 
and disseminate informa¬ 
tion among members re¬ 
lating to all questions 
sfTeoting the consumer 
interest. 

Has as one of its objectives 
the establishment of a 
Central Consumer Agency 
in Federal and state 
government. 

Recently published an or¬ 
ganizational survey of the 
consumer movement. 
Publishes The Coneumer, 
which analyzes the con¬ 
sumer's positic -1 with re¬ 
gard to current legislation 
and reports the new de¬ 
velopments in consumer 
activity. Holds annual 
conferences for the dis¬ 
cussion of their activities. 
Its purposes are to unite 
churches, fraternities, 
trade unions, civic organi¬ 
zations, and women's 
clubs to a program of 
consumers' education and 
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Table 17 . —Organizations Active in the Consumer Movement,— 

(Continued) 

Independent Organizations Interested in Consumer and Labor Problems 


Name of 
orgaiUBation and 
date started 


Siie of 
membership 


Type of 
membership 


Consumer activities 


National Consum- Composed of 15,000 


ers' League 1800 


individuals 
thiough its affili¬ 
ated state leagues 
and local com¬ 
mittees 


League of Women 25,000 individuals 
Shoppers 1938 in affibated local 
leagues. League is 
nonpartisan 


Individuals and lo- Investigates conditions un- 
oal leagues made dtr which consumers' 

up of consumers goods are produced. 

Coordinates activities of 
local consumer leagues. 

Arouses consumers to a 
realisation of their re¬ 
sponsibility for conditions 
of employment and of 
their duty to purchase 
goods produced under 
satisfactory labor con¬ 
ditions. 

Local leagues of The consumer purpose is 
women choppers to investigate conditions 

under which goods are 
made and sold; to use 
purchasing power to im¬ 
prove conditions of labor; 
in general, to raise living 
standards; to educate 
members to its program; 
to back legislation which 
will improve working con¬ 
ditions. 

It investigates labor diffi¬ 
culties. Results are pub¬ 
licized and action taken 
in cases where findings 
warrant the League's sup¬ 
port. It conducts an 
education program 
through lectures and 
study groups. The New 
York League publishes 
The Shopper which has 
a circulation of 11,000. 
Each local iasu news 
letters and reports to its 
members. The Legisla¬ 
tive Committee of the 
League publishes bulletins 
and reports. 
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Table 17.—Obganizations Agtivb in the Consumer Movement.- 

(Continued) 
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Table 17. —Organizations Active in the Consumer Movement.— 


(Continued) 

Name of organization 
and date started 

Size and type of memberahip 

Consumer activities 

1 

1 

division and how his efforts 
can be coordinated with the 
store program as a whole. 
Custom'T Program: Developing 
technics for local consumer 
groups to enable them to 
attain a better meeting of 
minds between their members 
and local inerchanta on mutual 
problems regarding the buying 
and selling of merchandise. 
These activities are coordi¬ 
nated closely with those of the 
Sioie Program. Test cam¬ 
paigns aru now being con¬ 
ducted in two cities to deter¬ 
mine the effectiveness of the 
suggested program. 
Advertising: Bringing to the 
attention of manufacturers 
and retailers the value of the 
use of more truthful and fac¬ 
tual information in advertising 
by inaugurating test cam¬ 
paigns—both retail and na¬ 
tional—which will incorporate 
the kind of information asked 
for by consumers. 

Customer Abuses of Store Serv¬ 
ices: Encouraging practices 
which will tend to reduce 
abuses of such privileges as 
customer accounts, returns, 
deliveries, and similar services. 
The first job: a manual sug¬ 
gesting how “returns” can be 
reduced. The fact that this 
work was undertaken at the 
insistence of the consumer 
representatives illustrstes the 
constructive nature of their 
cooperation and should result 
in a growing number of cus¬ 
tomers working with retailers 
to help reduce the return- 
goods problem and thereby 
help to reduce the cost of 
doing business. 

Miscellaneous: Organization of 
a valuable library of informa¬ 
tion. A Research Committee 
and several special committees 
have been organized to handle 
various other phases of the 
Council's program. 
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Table 17. —Organizations Active in the Consumer Movement.— 

{Continued) 

Consumer-financed Testing, Information, and Rating Services 


Name of organization Circu- Type of 

and date started lation membership 


Consumer’s Research 60,000 Open subscription 
1927 


Consumers Union 80,000 Oper^ subscription 


Inter-Mountain Con- Open subscription 

sumers' Service 1032 


Consumer activities 


Tests and reports on consumers' 
goods and services. 

Publishes Consume'a Research Bulle¬ 
tin, in which products are rated by 
brand names as “recommended," 
“intermediate," or "not recom¬ 
mended.” 

Also publishes an annual buying 
guide. 

Recominendationa are the opinions 
of publishers often feiven without 
reasons. 

Tests and reports on consumers' 
goods and services in an attempt to 
educate consumers to become better 
buyers. 

Publishes Conaumera Union Reporta, 
in which brands are named and 
products are rated as “best buy,” 
“acoeptabl'*," and “not accepta- 
able." 

Recommendations are often given 
without reasons. 

Also publishes an annual. Buyino 
Ouide. 

Works and cooperates with groups 
and organizations having a legiti¬ 
mate consumer interest. 

Advocates consumer cooperatives. 
Publishes Consumers’ Buying Guide, 
issued in installments during the 
year, which contains price-quality 
ratings, based on tests and the find¬ 
ings of experts, on a wide variety of 
commodities; offers a special test¬ 
ing service to consumers at a rate of 
82 or more per commodity; provides 
lecturers on subjects in the field of 
consumption and on the consumer 
movement in its relation to busi¬ 
ness, advertising, etc. 
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Table 17. —Organizations Active in the Consumer Movement.— 

(Cordinued) 


Service 


A.D.A. Seal of Accept¬ 
ance 


Household Science Insti¬ 
tute 


Informative Labeling 
Foundation of America 


American Consumer 


Better Buymanship and 
Money Management 
Bulletin 


Fact Bulletins 


Sponsor 


American Dental Asso¬ 
ciation 


Hayes, Curry, and Com¬ 
pany 


Byron G. Moon Com¬ 
pany 


Consumer Publications, 
Incorporated (Crump 
Smith) 

Household P'inance 
Company 


Better Business Bureau 


Consumer activities 


Council on Foods of the American 
Medical Association." 

Grants a "Beal of Acceptance" to 
products, the advertising claims for 
which are acceptable by the council. 
Provides a list of accepted dentifrices 
and informative articles on mouth 
washes, denture cleaners, and denture 
adhesives. Listed drugs and prepa¬ 
rations are those which are con¬ 
sidered to be of greatest usefulness in 
the field of dentistry and nonofficial 
articles marketed in conformity with 
the rules of the Council on Dental 
Therapeutics. No article is listed 
unless its compoeition is published 
Offers guidance in the establishment of 
authoritative standards and dis¬ 
criminatory buying practice. Sells a 
"Seal of Approval" to those com¬ 
panies whose products have been 
tested and approved. 

Plan set up as a public trust, controlled 
financially by a board of trustees 
appointed by manufacturers Who 
establish fellowships in the founda¬ 
tion. Plan must be passed upon by 
the Co-ordination Council and the 
Textile Education Consumer Com¬ 
mittee. The former composed of 
scientists in the textile field, tech¬ 
nicians, representatives of retail 
groups and testing laboratories and 
others. The latter is a body of con¬ 
sumers representing large consumer 
groups. 

Publishes a monthly illustrated maga¬ 
zine for consumer-buyers containing 
information of interest to consumers. 
Aids the consumers to become better 
buyers through its publications Better 
Buyiruinahip and Money Management. 
These bulletins contain information 
of direct consumer interest on various 
commodities. 

Publishes "fact booklets" on business, 
merchandise, and financial subjects 
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Table 17 . —Oboanizahons Active in the Conbxtmeb Movement.— 

{CorUinutd) 


Service 

Sponsor 

Consumer activities 

Conaumer'a Bureau of 

Albert Lone, Individual 

to aid the coosiumer in his everyday 
relations with business. 

Has been working for many years 
through the Better Business Bureau 
on a fou’--point program, which 
includes; 

1. Fraud prosecution. 

2. Fraud prevention. 

3. Consumer education in money 
management, in buying, and in 
the cate of merchandise. 

4. Promotion of fair advertising and 
selling practices. 

This organization sella and distributes 

Btandarda 


ii publication purporting to list and 

Industrial By-product 


grade certain consumers’ goods sold 
and distributed throughout the U. 8. 
The FTC has issued a complaint 
stating that the representations, 
extent, and purpose of the businea 
a-e grossly exaggerated, misleading, 
and > ntrue. 

Independent testing laboratory work¬ 

and Research Corpora¬ 


ing primarily on textiles. In some 

tion 


cases grants “Beal of Approval." 

U. S, TostinB Laboratory 


Works primarily for retailers and 
some manufacturers. 

Independent testing laboratory which 

Better Fabrics Testing 


established branches in different 
stores. Frequently grants “Seal of 
Approval." 

Official testing laboratory for N. R. D 

Bureau 


G. A. Works primarily with textiles 

Hatch Textile Research, 


and awards a "Seal of Approval," 
Beat known through " Crown Tested " 
seal. 

Independent laboratories 8F«‘Cializing 

Incorporated 


in the testing of textiles. Active 

Electrical Testing Labora¬ 


primarily in the New York area. 
Independent laboratory specializing in 

tories, Incorporated 


electrical equipment, bulbs, house. 



hold appliances, etc. 


(Text continwd from page 472 .) 

quality; and further consumer education. In the case of many of 
the firms and associations listed, the contribution to any of these 
is extremely limited. The American Home Economics Associa¬ 
tion is certainly doing an excellent job in carrying forth the 
consumer education, which, to the authors, is a broader under- 
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standing of the different goods and the services which they are 
expected to provide consumers. While such public-spirited 
citizens as E. A. Filene and Byron G. Moon have contributed 
most generously to furthering this general scheme of education, 
as yet their results are not of great value. However, their con¬ 
tributions are still active and are being conducted on a high plane 
without prospects of material profit to anyone connected with 
them. With further experience and further study they may be 
expected to make worth-while contributions. 

Just what may be expected to result from the Sloan Founda¬ 
tion as it conducts the experiment at Stephens College remains 
a speculation. The first convention, held in 1939, was destruc¬ 
tive of the principles and the ideals of business rather than other¬ 
wise, in the minds of the authors. The principal speakers seemed 
to have been chosen with an idea of promoting attacks on busi¬ 
ness very subtly but with great persistence. The attitude of 
these speakers was that it was really too bad but, with the present 
form of government and the present system of private ownership, 
one couldn't expect anything better. It is to be hoped that, as 
other conferences are held and the scope of the discussions 
broaden, this attitude of negative criticism will be altered. 

A thorough education and understanding of goods and of the 
business activities necessary to their distribution, which might 
well be included as part of consumer education, we believe in the 
long run will correct the most serious of the difficulties and mis¬ 
understandings now encountered. Most businessmen, and 
especially manufacturers, do not want to ignore the wishes of 
the great part of their customers. The urgent problem is for a 
closer understanding between the two. Consumers need to 
appreciate how eager manufacturers are to serve them and the 
manufacturers need to have a means of securing a clearer under¬ 
standing of what is desired by their ultimate customers. Mar¬ 
keting research is the most hopeful single means of business to 
bring about this result that is apparent at the present time. 
Indeed, it was the consumer research done by manufacturers 
which gave the consumer movement a great impetus, if it did 
not start it. 

Consumer Activities of the Federal Government. —The various 
activities of the government having directly to do with consumers 
are described briefly in the following paragraphs. 
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The Consumers^ Counsel of the Department of Agriculture 
was established in 1933 and has grown in importance with the 
passing of time. It has a dual purpose. First, it reprpsents the 
public as consumers of farm products at all hearings of agricul¬ 
tural products in the department. Second, it collects and dis¬ 
seminates information of interest to consumers including prices 
and standards. Among its activities is the publication of 
Consumer ’ Guides which has a free circulation of 135,000, and it is 
unable to supply 5,000 extras for which it lias requests each 
month. 

The Consumers’ Counsel of the National Bituminous Coal 
Commission was established by an act of Congress in 1937, the 
only consumers’ counsel yet established in this way. It was 
appointed by the President with the advice and consent of the 
Senatt The Coal Commission and the Consumers’ Counsel 
were abolished by the second reorganization plan of May 9, 
1939, and their functions transferred to the Department of 
Interior. 

The Bureau of Home Economics in the Department of Agri¬ 
culture was established in 1923, and dev(*^es its entire energies 
to the solution of consumption problems. Its major activities 
arc research and education. Its research is directed toward the 
collection of facts on consumers’ expenditures at different income 
levels, toward the development of grade and standard of quality 
from the consumers’ point of view, and toward means of making 
practical use of existing standards. Its educational activities 
consist of the dissemination of its research findings, designed to 
educate the consumer in better buymanship and better use of 
products. This is accomplished through publishing books and 
pamphlets in the three major fields of consumer purchaseR-— 
food, textiles and clothing, and household and kitchen utensils 
The Bureau has just completed a major study on measurements 
of children to serve as a basis for establishing size standards for 
children’s garments. The publications of the Bureau of Home 
Economics have nation-wide distribution and serve many con¬ 
sumers’ groups and schools as instruction material in consumer 
education. The standard of quality of the material is beyond 
question according to many users. 

The Consumer Standards Project, formerly the Consumers’ 
Project and heretofore under development by the Department of 
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Labor, is now being developed by the Consumers' Counsel 
Division of the Agricultural Adjustment Act. Its major function 
today is research and education. The activities of the project 
involve the collection of data and the preparation of a report on 
laws, regulations, trade practice rules, and commercial standards 
now used to describe the quality and form of consumer goods, 
the tabulation and analysis of a survey of information desired on 
labels, the study of weights and measures laws and administra¬ 
tion, and the study of the relation of meat grades to the palata- 
bility of meat. Its major educational activities consist of 
the dissemination of the findings of its research and of pub¬ 
lications to guide the establishment of cooperative purchasing 
organizations. 

Grading of Canned Fruits and Vegetables.—In no other 
activity connected with the consumer movement has the govern¬ 
ment done so much in preparing grades as in this field. A special 
bulletin, revised in January, 1940, describes this in a series of 
questions and answers which are reproduced in the following 
pages. It is this service that is so extensively used by Con¬ 
sumer’s Research and Consumers Union; then the results are 
broadcast to members. 

Fundamental Considerations 
What is the Farm Products Inspection Law? 

It is the provision carried in the annual appropriation act for the 
United States Department of Agriculture authorizing the Secretary 
of Agriculture to investigate and certify to shippers and other inter¬ 
ested parties the class, quality, or condition of certain farm products 
including fruits and vegetables. 

Does the law require all farm products to be graded? 

No, it is permissive—not mandatory. 

Who may make use of the service? 

Any person who is financially interested in a lot of'canned fruits or 
vegetables may requesL that they be officially graded. 

In what form are the results of grading reported? 

Official certificates of grade are issued by official graders. 

Of what force and effect are the certificates in court actions? 

By the terms of the law the certificates issued by the authorized 
agents of the Department of Agriculture are admissible in all courts 
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of the United States as prima facie evidence of the truth of the state¬ 
ment therein contained. 

What purposes are served by certificates of graded 

Two of the more important purposes are that they serve as documen¬ 
tary evidence of grade to accompany warehouse receipts in financing 
operations, and that they serve as proof of grade to accompany ship¬ 
ping documents in making delivery. 

What prepared fruits and vegetables may be graded? 

Any fruits nr vegetables that are packed in hermetically sealed con¬ 
tainers and have been sterilized by heat. 

According to what standards are canned fruits and vegetables graded? 

On official or on tentative standards for grades, or on other standards 
for the purpose. 

Are official graders Government employees? 

Yea. 

'What are the qualifications of an official grader? 

In addition to certain scholastic requirements, graders generally must 
have had not less than 6 years of experience in responsible positions 
in connection with either the production or the merchandising of 
canned fruits and vegetables. 

How Sampling Is Accompushbd 
On what basis are official certificates of grade made? 

On the basis of representative samples. 

Does the Department of Agriculture prescribe how samples shall be 
drawn and the number to be drawn? 

Yes. For example, 24 cans of no. 2 size are drawn at random from 
a lot of 1,000 cases. 

Does the grader certify to the drawing of the samples? 

Yes, when the samples are officially drawn. 

Form of Certificate Issued 
What form does the certification assume? 

The exact language is, “I certify that in compliance with the regula¬ 
tions of the Secretary of Agriculture governing the inspection and 
grading of canned fruits and vegetables pursuant to the act making 
appropriations for the U. S. Department of Agriculture I personally 
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drew at random and graded samples of the lot of canned fruits or 
vegetables described below and that the quality and conditions as 
shown by the samples on above date were as stated below.’’ 

Are all 24 cans from a lot of 1^000 cases graded? 

No. Twelve cans are taken at random from the sample and are 
graded. The remaining 12 cans are retained by the grader under 
lock and key, to be used later in event occasion arises necessitating a 
review of the original grading. 

What becomes of the samples thus retained? 

The “check” samples, as they are called, remain the property of the 
applicant, and will be returned to him whenever he indicates that the 
sale of the lot from which they were drawn has been completed and 
that there is no further use for them. 

Does the grader certify facts aside from grade? 

Yes. The grader will reflect any facts that are necessary to give 
interested parties an accurate description of quality and condition 
of the samples, and every factor having a bearing on the value of the 
lot. 

Will the grader certify to the condition of the tin containers, the labels, 
or the shipping containers? 

Yes. The grader will reflect in his certificate all pertinent informa¬ 
tion having a bearing on the value of the goods; for example, whether 
the cans, or labels, or shipping containers are damaged and, if so, 
to what extent. 


Cost of This Grading 
Is a fee charged for the service? 

Yes. The Congress requires that a fee be charged to reimburse the 
Government as nearly as may be for the actual cost of the service. 

If a grader draws the samples and grades the samples, what fee is 
charged ? 

The basis is $5 per carload. Any expense allowable by law and incur¬ 
red by the inspector while absent from his official station are also 
charged to the applicant. 

Is it necessary for samples to be drawn by an oflScial grader? 

No. Samples may be submitted by anyone to an official grading 
office. 
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Is the form ot certification the same whether the samples are drawn by 
an official grader or not? 

No. If samples are drawn by someone other than an official grader, 
the certificate covers the grade of the samples only, and since the 
grader has not drawn the samples, he indicates on the certificate from 
whom the samples were received. 

Are provisions made for grad ng large quantities at reduced rates? 

Yes, under certain conditions. Since fees are to W so assessed as to 
cover the cost as nearly as possible, if the applicant’s volume is such 
that, und*^"' the conditions he will offer it, the business can be handled 
at less expense to the Government, then grading ma^ be done at reduced 
rates. 

What rates will then apply? 

If any applicant signifies his intention to have 50 gradings made at 
any one office during the 12-month period following the date he 
signifies his intention, at the conclusion of 50 gradings a refund of 
25 pel cent is made to him. On 1,000 gradings, the refund is 33 
per cent. 

When someone other than an official grader draws the samples, is the 
fee for grading the same? 

No. The fee is $3 tor grading a 12-can sample of no. 3 size cans or 
smaller. 

Does the Department retain a check sample of the cans drawn by some¬ 
one other than an official grader? 

It will, if requested by the applicant. 

Official Samplers Are Licensed 

Does the Department suggest that samples always be drawn by one of 
its graders? 

No. This is not necessary in many instances. Disinterested persons, 
such as employees of public warehouse companies, are in position to 
draw samples correctly at random from lots they are unloading. 

Is provision made for the licensing of official samplers? 

Yes. Financially disinterested parties may be licensed by the 
Secretary of Agriculture as samplers. 

Does the Department assess a fee for the issuance of such licenses? 

No. 
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Who may be licensed as a licensed sampler? 

Any person of legal age, of good report, who is not interested finan¬ 
cially in merchandise to be sampled by him, who agrees as a con¬ 
dition to the issuance of his license to comply with the sampling rules 
of the Department. 

Does the licensed sampler collect a fee? 

He is authorized to collect personally a fee not exceeding $1 for each 
sample of 24 cans drawn, or SI.50 if two samples are drawn at the 
same time. 

Does the licensed sampler issue a certificate of sampling? 

Yes. 

Does it become a part of the certificate of grade? 

The sampler’s certificate is issued in quadruplicate. The original 
and two copies accompany the sample to the grading office. The 
original is attached to the original certificate of grade. The certifi¬ 
cate of grade makes reference to the certificate of sampling, indi¬ 
cating the source of the sample. 

How are samples drawn by licensed samplers shipped to grading offices? 

In such manner as the applicant may direct and at applicant’s pre¬ 
paid expense. 

What classes of persons does the Department consider "disinterested” 
and satisfactory for licensing as samplers? 

Employees of bona fide public warehousemen or banks, and station 
agents of railway and bus companies are examples. 

Who are usually ’'financially interested” and entitled to the use of the 
grading service? 

Canners, brokers, bankers, wholesale grocers, retail grocers, and 
managers and buyers of chain stores are examples. 

Are investigations made to ascertain whether applicants are entitled to 
service? 

Yes. The official grader of whom request is made for grading ascer¬ 
tains whether applicant is entitled to service before grading. Pos¬ 
session of canned foods usually indicates a sufficient financial interest 
but this is not always conclusive. 

Official or Tentative Grades Used as Basis of Certification 

For what canned fruits and vegetables are official or tentative standards 
for grades now in effect and used by the grading service? 



The Consumer Movement 


491 


Apples, applesauce, apricots, red sour pitted cherries, sweet cherriesi 
grapefruit, grapefruit juice, peaches, pears, and plums, asparagusi 
dry beans, lima beans, snap beans, beets, carrots, cream-style corn, 
whole-grain-style corn, mushrooms, okra, peas, black-eye peas, 
pimentos, pumpkin, sauerkraut, spinach, succotash, sweet potatoes, 
tomatoes, tomato catchup, tomato juice, and tomato pulp. 

Are the grades developed to serve the interests of any particular group? 

No. The grades are developed to serve the interests of producers 
and/or canners, financing agencies, distributors, and consumers. 

What procedure obtains in the development of grades? 

A study is made of the qualities actually being produced in typical 
canneries in all parts of the country. Studies are made of trade and 
consumer preferences and the grades are so drawn that each grade 
represents clearly distinguishable differences in monetary value. 

Interests of Consumers Served 
In what way is the interest of the consumers served? 

The simple' nomenclature, when shown on labels, should afford a 
valuable guide to the housewife in making purchases. The nomen¬ 
clature employed in the grades is very simple, “Grade A," “Grade 
B,“ “Grade C,“ and Off-grade or Substandard. The last group in 
some commodities, for example, canned peaches, is divided into four 
additional grades, “Grade D,“ “Grade E,“ “Grade F,“ and “Sample 
Grade.” 

What is the purpose of these designations? 

To provide a simple means by which the various qualities or types can 
be readily distinguished. 

Are these new terms? 

They are comparatively new, so far as canned foods are concerned. 
The trade is gradually coming to use them as the members become 
more familiar with the purpose of the grades. 

How do the terms compare with terms used in the trade? 

“ Grade A ” is synonymous with the trade term “ Fancy ”; “ Grade B ” 
with the trade terms “Extra Standard” or “Choice”; and “Grade 
C” with the trade term “Standard.” 

Does the Department recommend that additional descriptive terms be 
employed to amplify grade terms? 

Yes. Information indicating style of pack, variety, color, range 
of count of pieces or units, the number of servings, and any other 



492 


Marketing Policies 


information appropriate for the product should accompany the 
statement of grade. For example, the labels of canned peas should 
accurately convey to tho^buyer the size to be expected in the can, if 
vacuum packed the label should so state, the number of servings 
should be indicated, and the type of peas, that is, whether of the 
early- or late-maturing sorts. Salt and/or sugar are commonly 
employed in packing many commodities and frequently a statement 
as to their presence is distinctly helpful, particularly to consumers who 
must bear in mind dietetic considerations when buying food. 

What class of product is found in “Grade C“ or Standard grade 
products? 

Good quality, wholesome food. In this grade a large percentage of all 
canned foods is found. The raw products used in this grade may not 
be so carefully selected as to size, color, and maturity as in the 
higher grades. Products of this grade should sell at cheaper prices 
than products of the higher grades, but in many commodities the 
food is just as nutritious. 

What class of product is found in “Grade or Extra Standard grade 
products? 

In this grade will be found vegetables that are more succulent than 
those in Grade C; moreover, the fruit is better selected as to color, 
size, and maturity. Consumers find products of this grade to be very 
satisfactory for general household purposes. 

In brief, what does the term “Grade A“ imply? 

Only the finest products may bear this term. The fruits and vege¬ 
tables are very carefully selected as to size, color, and maturity.. 
Incidentally, not a large proportion of canned products are fitted for 
this grade. 

What factors are considered in ascertaining grade? 

Different factors are involved for each commodity. For example, the 
grade of peas is ascertained chiefly by considering five factors: 
clearness of liquor surrounding the peas, uniformity of size and color 
of the peas, freedom from defects, tenderness and maturity, and 
flavor. In grading fruits the usual considerations are color, uni¬ 
formity of size, freedom from defects, character of fruit, and flavor. 
An interesting difference in grading fruits and vegetables exists in 
that the young, tender, most succulent, immature vegetables usu¬ 
ally grade highest, while the fully mature but not overripe fruits are 
usually most desirable. 
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When canned fruits and vegetables bear such grade designations as 
"Grade A" or "Fancy,” what guarantee is there that the merchandise 
is of the grade claimed? 

The guarantee of the party under whose name the goods are sold. 
The responsibility is thus placed under existing law. If goods are 
not of the grade claimed, the goods are subject to seizure for mis¬ 
branding under the United States Food, Drug, and Cosmetic Act. 

Are canned fruits and vegetables now being thus labeled? 

Yes, and in increasing quantities. 


Official Grading Serves Cannbrs 
In what way is the interest of the canner served? 

The grades afford the canner a yardstick or pattern to which to pack. 
Standards for grades afford him a definite basis of sale on which to 
negotiate loans and to predicate contracts with buyers. 

Does the Agricultural Marketing Service recommend the inclusion of 
official grade designations in contracts of sale? 

Yes. The grade should always be specified in sales contracts. 

Are there other points in addition to grade designations that should be 
included in contracts of sale? 

YeSj differing for each commodity. Contracts covering canned 
peas, for example, should always clearly state the kind and size of 
container and size of peas, in addition to the usual considerations in 
consummation of sales such as terms, routing, labels, and swell 
allowances. 

What may buyers and sellers of canned products do to avoid disputes 
in connection with the quality of deliveries? 

A suitable statement coveiing this point now used in contracts 
negotiated by B«)me sales agencies is as follows: 

”In the event that dispute should arise as to quality, seller agrees 
to furnish, without expense to buyer, U. S. Department of Agri¬ 
culture Canned Fruit and Vegetable Grade Certificate in sub¬ 
stantiation of grade of delivery.” 

Do Government graders act as arbitrators if disputes arise? 

No. Their only function is to determine and officially certify the 
quality and condition. 
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Public Warehousemen's Interests Served 

Are public warehousemen entitled to have canned foods officially 
graded? 

Yes. They frequently wish to know the grade and/or condition of 
the merchandise offered for storage. Some public warehousemen 
advance money to canners on canned foods stored with them. 

Transportation Companies May Request Inspection 
Are requests for inspections by transportation companies honored? 

Yes. These companies may apply for inspection for condition and/or 
quality of canned goods offered for transportation or upon receipt 
from other lines or at destination. The certificates of grade afford 
an excellent basis for settlement of claims. 

Wholesalers and Retailers Benefit 
How do wholesale grocers or chain stores benefit when buying on grade? 

They may select precisely the quality desired for their trade, by 
inserting their specific quality requirements in the contract of pur¬ 
chase. By insisting upon having their purchases meet a specified 
Government grade, or a certain average score within the grade, 
they can provide for uniformity of quality under their various 
brands. 

Official Grading Service of Value to Bankers 
How do bankers benefit by the grading service? 

The grade certificates furnish disinterested evidence of the quality of 
canned products offered as security for loans. 

How may this be accomplished? 

By having each warehouse receipt or chattel mortgage on these 
products offered as collateral for loans supported by official certifi¬ 
cates showing the grade of the identical merchandise hypothecated. 
The certificate of grade may be attached to the warehouse receipt, 
or the grade shown on the certificate may be stated on the warehouse 
receipt. Both the certificate and the warehouse receipt may be 
attached to the borrowers' note. 

Does Federal law require that all warehouse receipts covering canned 
foods indicate the grade? 

Only those issued by warehousemen licensed under the United States 
Warehouse Act must indicate the grade, and the grade statement 
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must be made in the terms of United States grades^ if such grades are 
available. However, grade may be omitted upon request of the 
depositor in case the products are stored ^‘identity preserved.’’ 

How is the quality indicated on other types of warehouse receipts? 

Frequently, there is no evidence of quality. Some receipts are 
issued in which even the identity of the merchandise is in question as 
the receipt reads, for example, “1,000 cases said to contain canned 
corn” or “contents unknown.” 

Does the Department of Agriculture approve such practices? 

It does not. Under the U. S. Warehouse Act, tlie regulations provide 
that each receipt shall disclose the identity and shall show exactly 
the amount and the grade, if determined, of each lot represented by 
the receipt. 

Of what value is a statement of grade, whether on a certificate or a ware¬ 
house receipt, to the banker or the depositor in a warehouse? 

The determination of grade by disinterested, competent parties in 
terms of official standards and the statement of such grade deter¬ 
minations on certificates or warehouse receipts afford the owner of 
the product and the banker a definite basis for a correct appraisal of 
the value of the product, enable the owner to sell his product for its 
fair value, and assist the banker to make a fair and intelligent loan 
to the owner in event he should desire to make a loan. 

Will Federal graders recheck the grade and condition of hypothecated 
merchandise during the life of a loan? 

Yes, at the request of financially interested parties, and at their 
expense. 

Will Federal graders undertake to make an inventory of pledged mer¬ 
chandise for financially interested parties? 

When Federal graders sample and grade large lots of canned foods 
on the premises of the owner, the resulting certificate indicates the 
exact location and quantity of the merchandise, as well as its grade 
and condition. If Federal graders make a recheck of the merchan¬ 
dise, they will of necessity have to recheck each item mentioned in 
the original certificate. 

Institutional Buyers Assisted 

Can municipal, county, and State purchasing agencies use the grading 
services of the Agricultural Marketing Service? 

Yes, and some are already doing so. 
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Will the Agricultural Marketing Service grade samples for such 

organizations to ascertain whether samples meet the specifications on 
which bids were invited? 

Yes. 

Will the Agricultural Marketing Service grade delivery samples to ascer¬ 
tain whether proper delivery has been made? 

Yes. 

Will the Agricultural Marketing Service assist such purchasing agencies 
in drafting specifications to meet their peculiar needs? 

Yes, under certain conditions. 
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Continuing Services 


Marketing Information from Continuing Seirices. —The large 
number of inquiries received by the authors for such information 
as "Where can I find a book on the sale of paint?" "Is there 
anywhere that the cost of selling garden tools is published?" 
and "About how many stores are there in the country that 
handle golf balls?" makes it seem apropos to supply a list of 
sources of information that are available. These sources, as 
given below, are confined to a summary of the agents which pro¬ 
vide data regularly for current marketing activities. To describe 
this information and indicate its sources is all that we can hope to 
do. A textbook is not the place to catalogue lists and addresses 
of firms. After their types of services have been described, we 
leave it to them to notify the business public through advertising 
in business publications as to the location of their places of busi¬ 
ness and the terms upon which they offer their services. 

It will obviously be impossible to list all the sources, much less 
to describe them to the satisfaction of the ones who produce 
them. Information available from the various departments and 
bureaus of the Federal government at Washingtion is so immense, 
and the sources are scattered through so many offices, that no one 
person is familiar with all. One agent makes a business of look¬ 
ing up and reporting on data in the various archives. We are 
told that among her best customers are government officials who 
do not know where to go for information they believe to be 
available in Federal libraries and information files. This is 
offered as a vindication for the admitted inability of the authors 
to cover the whole field. 


497 




498 


Marketing Policies 


To secure information is only the first step. To verify and 
check the accuracy of new information is always highly desirable, 
but sometimes is impossible—at least impossible with the degree 
of thoroughness that gives assurance. Very little will be wholly 
accurate. Perfection is seldom found. Usually it is more impor¬ 
tant to recognize the significance of the information than to 
reduce the last 2 per cent of error. To get information is often 
sufficiently difficult, but to know all its implications and signifi¬ 
cance requires a higher degree of intelligence than is commonly 
found in the manager’s office. It seems useless, or worse, to 
acquire records, statistics, and reports, however accurate and 
complete in themselves, when they cannot be definitely applied 
to some problem. “Now that you have the information, what are 
you going to do about it?” is a pertinent question. The authors 
will attempt to show some use for the information they list. 

Continuing Services for Advertisers. —It is the purpose of this 
chapter briefly to review services which are provided for adver¬ 
tisers by various organizations and the purpose of which is to 
give an accurate trend of the results of advertising as shown in 
sales and as may be otherwise ascertained. Many of these 
services deal with advertising media and with ways and means 
of ascertaining the effectiveness of the advertising. This is far 
more then testing the effectiveness of a specific campaign. It has 
little to do with ‘‘copy testing” as that term is commonly used. 
Much of it is concerned with measuring circulation values. It is 
evident that such a survey might easily involve a consideration 
of periodicals, such as the annuals put out by the various indus¬ 
tries. In order to avoid this, the review has been held as nearly 
as possible to those services that are performed continuously and 
reported at stated intervals. Publications will not be discussed 
except such as carry the report of the various services. Business 
magazines and yearbooks of various industries are, therefore, 
excluded. 

It is also evident that research organizations and advertising 
agencies are continually making investigations and surveys which 
develop important marketing data. Most of those are not avail¬ 
able to the public and are provided only by arrangement with the 
advertiser. They are outside these fields. 

Traffic Audit Bureau, Inc. —With the improvement in adver¬ 
tising media and more accurate means of checking circulation. 
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those interested in outdoor advertising organized the Traffic 
Audit Bureau in order to keep step with the progress of the adver¬ 
tising business. The purpose of this Bureau is similar to that of 
the Audit Bureau of Circulations (known as the A.B.C.). It 
provides an impartial, scientific, and accurate evaluation of cir¬ 
culation of outdoor advertising plants. The Bureau is owned 
and controlled by three different corporations: the Outdoor 
Advertising Association of America, Inc., the Association of 
National Advertisers (commonly called the A.N.A.), and the 
American Association of Advertising Agencies (the A.A.A.A.). 
There are three classes of members: corporate, plant, and service. 
The first of these comprise the board of directors, which has 
general charge of the operation of the Bureau. There are 19 
directors, nine of whom are appointed by the Association of 
National Advertisers, five by the A.A.A.A., and five by the Out¬ 
door Advertising interests. Here, as in the A.B.C., the adver¬ 
tisers have a majority. The plant members are those who own 
and operate plants and service members come from advertising 
agencies, solicitors, or anyone else who has occasion to use the 
medium. The dues are so nominal that almost anyone may join. 

The actual operation of the Traffic Audit Bureau is somewhat 
on the same plan as that of the A.B.C. The Bureau provides an 
audit of the principal plants periodically. It also requires the 
plant owners to make an audit regularly and submit this to the 
accountant of the Bureau. 

The “net advertising circulation” is made up of a complicated 
formula, which includes half of the gross automobile and foot 
traffic and a quarter of the mass traffic, such as busses and street¬ 
cars. This is also modified by the location of the displays and 
takes into account any obstructions to the view of approaching 
traffic and all other conditions that might affect the ease with 
which the message might be read. 

An annual report is published with the list of the principal 
towns and cities of the United States and Canada, giving the 
number of panels, both illuminated and unilluminated, the net 
advertising circulation for the city, and the cost of a representa¬ 
tive showing. This annual report is also supplemented by 
reports sent from time to time, giving new or changed audits, 
information about new plants, and substantial changes in rates. 
The result is that an advertiser has an account of the outdoor 
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advertising circulation comparable in accuracy to that which is 
given by the A.B.C. or the radio services. 

Checking Radio Circulations. —The striking difference between 
radio and other advertising is that the former is listened to rather 
than read. While this has many advantages, it also has a serious 
disadvantage. If one is not listening at the time the program is 
given, there is no record; it is lost to all who did not listen. The 
various broadcasting companies habitually give the number of 
radios within receiving distance of the broadcasting station as 
the potential audience. This very greatly overestimates the 
audience for obvious reasons. It is comparable to estimating 
magazine circulation as all the literate population able to buy 
periodicals. 

In order to give a much-needed account on radio audience so 
that the number reached may be accurately compared with cir¬ 
culation of other media, services have been organized to give very 
definite reports on the number and habits of listeners. One of 
these is the Hooper Service. This is called the ‘^coincidental 
method.” During the time the broadcast is on and after the first 
2 minutes elapse, investigators call on the telephone and ask the 
following four questions: 

l. '‘Were you listening to the radio just now?" 

2 "To what station were you listening?" 

3 "What program is coming over that station?" 

4 "What advertiser puts on that program?" 

As soon as answers to these questions are received, other calls are 
made and are continued during the period of the program. After 
these are counted, classified, and analyzed, a n‘port is prepared 
which shows the number of persons who were listening to the 
particular program, and the number who could recall the sponsor 
by name either of the advertiser or of the product which is pre¬ 
sented. A comparison of these data with figures compiled for 
previous investigations indicates the popularity of the program, 
whether it is holding its own, increasing in popularity, or falling 
off. Recently tliis service has been improved so that reports can 
be made for each 5-minute period. This provides that a varied 
program running from 15 minutes to an hour can be analyzed so 
that each particular part is measured. If a considerable number 
tune in for a definite part of the program, as they might to hear 
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Richard Crooks sing, and then tune out, that would be revealed 
in the reports. In establishing areas for investigation, only 
cities were considered which could provide audiences for the Red, 
Columbia, and Blue networks. Adequate reception by each 
local network station within the interviewing area and a suffi¬ 
ciently large list of telephone subscribers so that there would be 
no repeat calls in the course of a year is essential. Each inter¬ 
viewer makes approximately 5,000 telephone calls a month. 
Cart'ful study of the cities available revealed that the following 
30 were the only ones which met all the reeiiirements: 

EasUTii tiirip zniie. 

Eastern Suction* 

Albany ^ 

Baltimore 
Boston 
Buffalo 
Cincinnati 
Cleveland 
Detroit 
New York 
Philadelphia 
Pittsburgh 
Providence 
Richmond 
Washington 
Central time zone: 

North Central section: 

Chicago 
Dea Moines 
Miiineapolis-St. Paul 
St Louis 

South Central section: 

Atlanta 
Birmingham 
Dallas 
Houston 
Memphis 
New Orleans 
Oklahoma City 
Pacific time zone. 

Pacific section: 

Los Angeles 
Portland 

^ “Local service" on Red Network supplied from Schenectady. 
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San Francisco 
Seattle 

Mountain time zone: 

Denver 

Salt Lake City 

Summary: 

Eastern, 13 cities 
North central, 4 cities 
South central, 7 cities 
Pacific, 4 cities 
Mountain, 2 cities 
“National,” 30 cities 

The significance of these cities in the field of marketing is 
obvious. They supply approximately 67 per cent of the popula¬ 
tion in the upper income brackets and they provide about 64 per 
cent of the total retail sales for the United States. It is apparent, 
therefore, that even without projecting these reports they give 
representative districts of a very considerable part of the country. 
However, the limitation is that all are strictly urban districts and 
cover only that part of the population supplied with telephones. 

The Crossley Service.—^A. M. Crossley was one of the first, if 
not the first, to provide a nation-wide check-up on radio lis¬ 
tening. As the number of radios multiplied and the work 
expanded, the business was incorporated and is now known as 
Crossley, Incorporated. 

Mr. Crossley summarizes the purposes of radio research as 
follows: 

1. To measure the number of listeners, potential and actual, at a given 
time in the specific market for a given product. This makes possible the 
profitable fitting of the schedule to the individual market. 

2. To measure buying actions that result from radio expenditures. 

3. To discover the stimulus which produces the best result in a given 
market. This makes possible the profitable fitting of the program to the 
individual market. 

Quantitative measures of the audience mean adequate coverage 
of the market's listeners, wherever they may be and wherever 
they may listen. None of the methods by itself does a complete 
quantitative measurement job. Each has limitations. 

Determination of the most desirable program means much 
more than quantitative measures of set performance. It means 
also (1) a definite measure of conscious listening, and (2) appli¬ 
cation of qualitative research. 
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The nearest to the ideal method, therefore, combines at reason¬ 
able cost (1) the maximum of quantitative measures, (2) the 
maximum of qualitative measures, (3) the best possible measure 
of actual attentive listening, and (4) a measure of buying action 
when possible. These point ultimately to a combination of 
recorder and a variation on day-part (day-time program) 
interviewing. 

No one method can be sufficient. 

Mr. Ciossley also lists the following 15 methods of research, all 
of which his company employs except the fiist: 

1. Engineering signal-strength tests. 

2. Signal-strength check by auto radios checked against homes. 

3. Analysis of program mail 

4. Mail questionnaires. 

5. Coincidental method. 

6. Day-part by telephone. 

7. Day-part by personal call. 

8. Printed roster by telephone (calling from prepared list). 

9. Printed roster by personal call. 

10. Mechanical recorder. 

11. Follow-up. 

12. Pretesting with audition recordings. 

13. Panel or consumer jury. 

14. Dealer inventory check on sales results. 

15. Consumer check on purchases. 

Crossley, Incorporated, conducts the field work by the day- 
part telephone method for the Cooperative Analysis of Broad¬ 
casting, a non-profit organization operating under the super¬ 
vision of the American Association of Advertising Agencies and 
the Association of National Advertisers. 

The Nielsen Reports. —A. C. Nielsen & Company prepare a 
system of reports which show actual sales of over 500 branded 
products distributed through grocery, drug, department, country 
general, and package liquor store?. These reports are made from 
data secured by a corps of specially trained accountants who visit 
some 4,000 stores carefully selected in different parts of the coun¬ 
try. The distribution of these stores geographically and in cities 
of all sizes is supposed to present a highly typical cross section of 
the retail trade of the country at a given time. As the data are 
gathered every 60 days, the reports give a continuous clocking of 
the stream of branded merchandise going into the hands of 


consumers. 
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The stores are graded into four sizes: super, large, medium, and 
small. In all, 700 cities are covered and 2,000 stores in the food 
classification are audited. The cities are also of four sizes: over 
a million; 100,000 to 1,000,000; 10,000 to 100,000; and less than 
10 , 000 . 

The information covered in the audit follows: 

1. Name of produrt and period covered. 

2. Purchases during period from all sources, both number of packages 
and invoice price. 

3. All goods returned, both number of packages and dollar value 

4. Inventories at beginning and end of period. 

5. Customer sales in number of packages and dollars. 

6. Coupons used; yes or no. 

7. Window displays; yes or no. 

8. Store displays; yes or no. 

9. Special sales; duration and price reduction. 

10. Total sales for the period. 

Participating stores are given cash remuneration for opening 
records and otherwise aiding in presenting data that give as com¬ 
plete a picture as possible. This includes permission for account¬ 
ants to take inventories and examine all invoices of purchases. 
Mr. Nielsen states that sales figures are 98 per cent accurate. 
In both food and liquor stores the number of transactions reaches 
1,500,000 while in drugstores that number is more than doubled. 
Compared even with the most extensive field investigations, 
those numbers seem colossal. Seldom does a consumer research 
cover as many as 100,000. Aside from those conduct(*d by the 
General Motors Corporation few ever reach more than 25,000. 

With actual sales figures covering a sample carc^fully selected 
to represent the whole country, and consisting of 1,500,000 sales, 
the projected figures for total sales should have a high degree of 
accuracy. As stated above, sales records cover representative 
sizes of all stores and of four classifications of cities. The records 
are separate for independent, chain, and department stores. 
Further, all this information is kept as representative as such 
sampling permits for eight different sections of the country. 

Summary of Information in Nielsen ‘'Index.” —Mr. Nielsen 
always refers to his reports as an ''index.” The scope of the 
information seems to the authors to be more inclusive than that 
usually included in this term; but as the principle of the sample 
is used, as it shows comparative conditions and sales for different 
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districts, cities, and stores, it is very definitely an index. In all 
these comparisons the reports show: 

1. Sales to consumers for a 60-day period. 

2. Purchases by retailers for the same period. 

3. Retail inventories. 

4. Stock turn for all the different classes and locations of stores. 

5. Extent of distribution. 

6. Wholesale and retail prices and margins. 

7. Ret(‘'^ gross profit for the period. 

8. Direct and wholesale purchases, with the amo’Tnt of returned goods. 

9. Size of average order for all transactions. 

10. Dealer cooperation in making store and window displays and the 
general nature of each. 

11. Total sales of all brands. 

12. Total sales for each store and the percentage this item constitutes of 
the gross sales. 

It gives the subscriber the same information on each of his 
competitor’s brands as on his own product: seasonal variations, 
territories of greatest strength and greatest weakness, the classes 
of stores which are strongest and weakest, and consequently the 
effect of sales-promotion efforts in advertising or merchandising. 
Should a trial campaign be put on in a chosen territory its effect 
can be accurately determined before launching into an enterprise 
involving the expenditure necessary for a national campaign. 

The results of any changes in copy appeals or media can be 
checked as soon as the advertising has had an opportunity to 
become effective. This will also be true of competitors' adver¬ 
tising, as records show the sales and variations in volume for all 
brands alike. One of the greatest values here is that instead of 
going to a dealer and asking him his opinion of your ad’v ertising 
you can go and demonstrate to him just what the effects of the 
advertising are. Retailers seldom know much about nacional 
advertising. They have strong prejudices and, if they think 
your campaign is weak, it will be difficult to get them to cooperate 
with any degn e of enthusiasm. But show these same dealers 
that the campaign is promoting sales and they will join in the 
sales-promotion efforts in their own interests. One of the very 
difficult parts of advertising is to sell it to distributors. The 
salesman may be of great ability in selling goods, but very few 
know advertising well enough to be convincing in persuad¬ 
ing others of its value, especially of the value of a particular 
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campaign. Definite, recent sales figures are overwhelmingly 
convincing. 

CONSUMER SALES 

(IN PEE CENT OF TOTAL MARKET) 

FACTORY SALES 



This shows variations that may occur between the factory sales and actual sales 
to consumers during the same period 


Conclusions from Nielsen Reports.—The data provided in 
these reports give a basis for forecasting sales that is of great 
value. One season can be compared with another and one year 
with another. Actual recent sales when compared with previous 
seasons indicate the trend. If the stores’ total sales are less, 
then it is to be expected that the sales of most commodities will 
decline. If the product in question happily is not affected by 
reduced buying that pleasing information will be revealed in 
the data. If it follows the sales of the store, that also will be 
shown. In all cases a definite trend can be established, and, 
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when the record of sales covers a longer period of time, dependable 
relationships will be tecognized. Your sales may precede, 

CONSUMER SALES-ALL BPAND^ 

(iOOO) 

»i.eoo 


MISC. 

BRANDS 

CMipftitor 

’C 

taipflitor 

•B' 

CMKtitor 

•A' 

YOUB 
BBAND 

JAM MAS. MAY JUL. SEPT. NOV. JAN. Nf 
Fia APS. JUM AUO. OCT. DEC FEB AP 

This gives a rompanson of sales for the samo product soiling under difTcieiif 

brands 

accompany, or follow a change of business conditions; the records 
will show. Further, the combined sales of the stores reported, 
when compared with past sales, will be as good an index of busi¬ 
ness as any developed. 

When factory sales are good, it may be to replenish depleted 
stocks following heavy consumer sales. It is altogether possible 
that just at the time when retail sales were best, factory sales 
were slack; then, when inventories are replenished, factory sales 
improve, although consumer sales may be declining. 
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There is a definite lag in sales between the factory and the con¬ 
sumer. Goods shipped in January may not get into the home 
until March or April. It is important to know the average 
period of delay. It is even more important to know the definite 
lag in advertising. How long will it be after the January maga¬ 
zines are distributed before the effect of their advertising will be 
felt in retail stores? How much longer will it be before those 
sales result in orders to the factory? If an advertising manufac¬ 
turer does not have this information it will be practically impos¬ 
sible for him to get a definite relationship between his advertising 
and sales. An accurate record of recent retail sales for a definite 
period will provide data in determining that lag. This will be 
especially true when the records are continuous for a number of 
seasons. 

When different prices are prevalent, cither reflecting different 
qualities or arbitrarily fixed with an eye on competition, the Niel¬ 
sen reports, coming as they do from all sections of the country 
and from all classes of stores, definitely indicate what prices will 
“go “ and what will not in the different territories. A drcssed-up 
package may permit a price increase in one part of the country 
while in others it will turn customers to other brands. Larger 
packages may stimulate sales, or they may discourage buying. 
A continuing report of all sales accurately reflects the effect of 
new packages as well as correct pricing. 

When he was Secretary of Commerce, Herbert Hoover aroused 
much interest by his comment that “sales efforts in any territory 
should be in proportion to sales possibilities.” It is obvious that, 
with such information as that outlined above, no prescience is 
needed to determine where sales efforts may be made most 
profitable. 

The Clark Magazine Service. —As distinguished from the com¬ 
putations of money and space (or time) prepared by the Pub¬ 
lishers^ Information Bureau, Inc., for the different magazines, 
different classes of products, and different advertisers, there are 
services which go into the field and investigate the effects of 
advertising on readers from different environments. The former 
is office work, the latter field work. 

The L. M. Clark service consists of field reports secured by 
trained investigators. First, one of the popular magazines which 
this firm investigates is taken and the name of each advertiser 
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blotted out with neutral-eolored ink. The trade-mark and name 
of the product when they would be loo revealing are also obliter¬ 
ated, Then one of the investigators goes out and secures an 
interview. The first question ('‘Did you read this magazine last 
week?’') starts the investigation. If the magazine has not been 
r(‘ad, there is nothing to do but find another person to interrogate. 
If th(‘ magazine has been read ill1er^dewer asks: “Have you 
seen this advertisement b(‘fore?” as she exhibits one of the 
blockod-out advertisements. If the answer is “No,” the page 
is turned and the same inquiry made of the next advertisement. 
If the respondent has seen it, he is requested to name the product 
and the advertiser. Sometimes the product^ is identified but 
the WTong advertiser named. Further discussion is calcu- 
lat('d to bring out about how much and what parts of the adver¬ 
tisement have been read. 

All interviews art* then counted and tabulated. These sho^ 
what percentage of both men and women have 

1 Seen the advertibcmont. 

2 Kecallod corroctl}’ the name of the advertiser. 

3. ilclicved it to bo the advertisement of another firm. 

4. Seen the adA'^ortihoment and road each individual part, such as headline, 
sub-headline, illustration captions, continuity '*np, body copy, etc. 

This information has been widely used to compare the effects 
of picture and caption with continuity strip, fractional page.s in 
color with black and white, man-in-the-street testimonials with 
those of celebrities, premium and contest compared with product 
display, and many others. It is obvious that this is not a method 
of testing competitive media. One advertisement may use the 
same display in a number of periodicals. Is it not apparent that 
a study of these advertisements will not reveal information on 
media? It is relatively simple to decide if one has seen an adver¬ 
tisement, but to recall where the display was seen is difficult, 
sometimes to the point of impossibility. 

In magazines read by both men and women, 200 interviews 
from each set .ns to be a sufficient number to provide an accurate 
sample. With women’s publications, 200 readers has proved 
ample. These numbers have been decided on after much 
investigation, and many tests (according to L. M. Clark). “To 
multiply the number three- or fourfold does not change the 
percentages.” 



510 


Marketing Policies 


In order to make the tests representative, the following 19 
cities have been selected for interviews; 


Atlanta, Ga. 
Baltimore, Md. 
Boston, Mass. 
Chicago, Ill. 
Cincinnati, Ohio 
Cleveland, Ohio 
Dallas, Tex. 
Denver, Colo. 
Detroit, Mich. 


Kansas City, Mo. 
Los Angeles, Calif. 
Newark, N. J. 

New York, N. Y. 
Omaha, Neb. 
Philadelphia, Pa. 
Pittsburgh, Pa. 
Rochester, N. Y. 

San Francisco, Calif. 
Toledo, Ohio 


The Clark Newspaper Service. —A new departure in the field 
is the checking of newspapers by L. M. Clark, Inc. The vast 
number of newspapers that are issued would seem to make 
reader analysis so baffling as to exclude any attempt to inves¬ 
tigate the dailies with methods that have proved practicable 
with magazines. 

The objects of the study as stated by the Clark Company are 
as follows: 


1. To find out what proportion of each of the men and women readers 
look at each page of the newspaper. This is called ^‘plotting the reader 
traffic of the page." 

2. To find out what proportion of each of the men and women readers 
look at and read the editorial articles and national and retail advertising. 

Only a few newspapers have been analyzed. First of all, the 
official report shows the number of men who look at each page. 
Then the page is considered in its component parts, and the 
number of readers of each item on the page is checked. The 
same process is carried through with the advertising. To under¬ 
take to analyze each issue of a large daily newspaper evidently 
would be impracticable, if not wholly impossible, so certain 
issues are taken and used as samples. Regular readers are inter¬ 
viewed when there is a series of advertisements in which sub¬ 
scribers of the service are interested. Issues containing those 
advertisements are selected for study. This gives comparative 
rating values for the different displays as influenced by illustra¬ 
tions, headlines, position on the page, and any other item which 
might tend to attract or repel readers. Since this service is 
scarcely 2 years old, it is still in its formative period and will 
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probably increase in use as time goes on. Owing to the newness 
of the idea, it is futile to make the description of the procedure 
too much in detail. There are sure to be changes in method as 
time goes on and as experience guides. 

Services of Media Records. >—Media Records conducts an 
extensive survey and analysis of advertising in the newspapers 
of the United States and Canada. The results of this continuous 
service are published in 

1. Med^a Records Blue Book, published quarterly about 25 days after the 
close of March, June, September, and December. 

2. Media Records General and Automotive Advertiser Reports. Pub¬ 
lished monthly about the middle of the month following that in which data 
are gathered. 

3. Media Records Retail Mention of National, Local, and Sectional 
Brands. There are weekly and monthly sections, issued about 8 days after 
the period reported on. 

4. Newspaper Advertising Trend Charts. Published monthly and, iu 
another edition, annually. 

5. Media Records Special Research Reports. These are individual 
studies made for clients as ordered. 

The first four of these services will be described in detail in the 
following section. The special reports cover a wide variety of 
subjects, it may be observed in passing. The material for these 
studies and the limitation of their scope are determined by the 
information secured from classifying, measuring, and analyzing 
newspapers. Some of the subjects covered may give an idea of 
the variety and extent of these special reports. Here are a few; 

Continuity of advertising for a selected list of products in designated 
cities. 

Text analysis of selected newspapers. 

Advertising trends in newspapers compared to other media. 

Special lists of leading retail advertisers by classification and by cities. 

The Blue Book is a volume of approximately 300 pages pre¬ 
senting a quarterly cumulative record of 110 newspapers in the 
largest cities of the United States and Canada. Part 1 shows 
the advertising volume appearing in each newspaper in each of 
the 110 cities. Daily and Sunday linage are shown separately 
for each paper, and standard classifications are used in all cities 
and for all newspapers. 

' From information furnished by Nelson H. Seubert, General Manager, 
Media Records. 
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These data, among other things, serve as a basis for selecting 
newspapers by the type and quantity of advertising carried; for 
estimating sales activity of definite retail groups by the amount 
of advertising done by each in specific markets. Thus a manu¬ 
facturer in the drug or food field can know the advertising pres¬ 
sure exerted by his retail outlets and in what newspapers it is 
placed. He can also learn the extent of his own competition in 
each newspaper and gauge his effort accordingly. 

Part 2 shows the newspaper advertising linage of each general 
(national) and automotive advertiser, arranged alphabetically 
by classification. The record of each advertiser shows th(‘ city 
in which he advertises, the papers used, and the amount of linage 
in each paper. This serves as a guide in determining the extent 
of competiti\'e schedules, wdit're they are being placed, whether 
or not they are using rotogravure, weekly supplements, or comic- 
section advertising, and to what extent. 

The General and Automotive Adv^ertiser Reports in the lanage 
section show the ad^'(Ttising linage for each product within a 
classification arranged by paper and city within the state and 
cover all daily and Sunday newspape^rs in cities of 10,000 popula¬ 
tion or more. There are 755 cities publishing 1,500 newspapers 
covered by this service. The reports also show by symbol the 
use of color, comic, and rotogravure. These data serve the same 
general purpose as Part 2 of the Blue Book, but covct 755 markets 
as against 110 and, because of the state arrangement, allow an 
advertiser to study his competition within state boundaries. 

In the Space Value section appears the total value by states of 
space used for each product within a classification, but space 
values are not shown by city or paper unless sp(*cial arrangements 
are made. The scope of this service is the same as the Linage 
Report service. It is a guide in determining competitive expendi¬ 
tures in newspapers and how approi^riations are allocated geo¬ 
graphically by states and also by months. It is a means of 
following monthly an> radical changes that might be made by 
competitors in any part of the country. This information is also 
used for budgeting purposes of advertising and sales. 

The report of National, Sectional, and Local brands gives in 
summary the number of brands of a particular product that were 
advertised by each retailer and the total linage used. The report 
also shows the number of times each brand was advertised and 
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the number of retailers advertising that brand and the total lines 
that each brand received. The brand name, the retailer adver¬ 
tising it, the name of the paper used, the date of the advertise¬ 
ment, the advertised price, and the amount of linage used are all 
given. This enables one to determine the extent of retail cooper¬ 
ation in pushing a product compared with competitive products. 
This shows up the price cutters. It is also used as a gauge of a 
salesman's efficiency in getting the cooperauon of the retailer. 
If advertising by the retailer is contracted for by the manufac¬ 
turer this service is used as a check against what the retailer 
claims to have given the manufacturer. 

The Newspaper Trend Charts begin with January, 1928, and 
show the monthly trend of the major divisions of newspaper 
advertising, which has been prepared monthly. It is a simple 
bar chart showing the changes in retail, general, automotive, 
financial, total display, classified, and department-store adver¬ 
tising by months for the past 12 years. The grand total of all 
advertising and the per cent of gains or losses in each division are 
presented. It serves as a barometer of retail conditions and as a 
guide to newspaper advertising. In comparison a particular 
newspaper's business may be analyzed 

Starch Advertising Rating Service. 'i his survey is continuous 
and has been conducted without interruption since February, 
1932. Highly trained women interviewers in each of 33 areas, 
within a radius of 100 mil(\s of as many cities scattered from coast 
to coast, interview adult readers of the current issues of 19 leading 
consumer publications in their homes or places of business. Only 
women are interviewed \\ith respect to ^^the women's service 
magazines"; men and womcm, on all the other ])ublications in the 
group. The primary purpose of the surve^y is to determine which 
advertisements these readers have seen and how much of them 
they have read. 

Readers are divided into three classes according to the amount 
of attention given each announcement: "Seen," "Read some," 
and "Read most." The questionnaire includes the various 
parts of the advertising which have been read. When the 
reports have been counted and tabulated in the office, the per¬ 
centage of readership is computed for both sexes, for the adver¬ 
tising as a whole and for each component part. The cost of space 
in terms of readers is then computed. Neither total nor net paid 
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Table 18— Aoe-oboup Distribution of Readers 
The figures below should be read, for example, as follows 15 9 % of the 
interviewed men readers of American Magazine were between 18 and 24 
years of age 


Magaaine 

ia-a3~ 

inclusive 

inclusive 

33-44 

inclusive 


Men and Women Combined 

General monthly magasines 





American 

21 0% 

31 8% 

24 2% 

23 0 % 

Coemopolitan 

24 2 

35 2 

21 6 

10 0 

National Geographic 

10 8 

22 0 

26 0 

40 6 

Redbook 

27 1 

33 8 

21 0 

17 2 

True Story 

33 0 

32 5 

18 ^ 

15 1 

Home-service magasines 





American Home 

12 2 

27 4 

30 0 

30 4 

Better Homes and Gardena 

12 4 

20 3 

27 7 

30 6 

Weekly publications 





Collier s 

21 7 

34 0 

23 0 

20 4 

Liberty 

24 4 

32 0 

23 0 

18 8 

Puck—The Comic Weekly 

22 4 

36 5 

26 0 

10 1 

Saturday Evening Post 

10 2 

30 8 

24 8 

25 2 

Time 

18 0 

33 1 

24 0 

23 1 

Look (biweekly) 

20 4 

32 5 

21 3 

16 8 


Men 


General monthly magazines 





American 

15 0 

31 8 

27 2 

25 1 

Cosmopolitan 

16 5 

37 2 

26 0 

20 3 

National Geographic 

0 5 

21 1 

24 1 

45 3 

Redbook 

20 2 

35 8 

26 6 

17 4 

True Story 

27 1 

36 3 

10 2 

17 4 

Home-service magazines 





American Home 

10 2 

21 3 

32 3 

36 2 

Better Homes and Gardens 

8 4 

25 0 

31 3 

34 4 

Weekly publications 



27 1 


Collier a 

15 0 

35 6 

22 3 

Liberty 

15 8 

34 1 

28 4 

21 7 

Puck—The Comic Weekly 

18 7 

37 6 

27 3 

16 4 

Saturday Evening Post 

13 2 

30 8 

28 2 

27 8 

Time 

12 5 

31 5 

20 7 

26 3 

Look (biweekly) 

26 2 

33 5 1 

23 0 

17 3 


Women 








































































































KO^^H 


Information regardmg Parents^ Magazine throughout this report is based 
upon interviews for the three months’ period December, 1938, and January 
and February, 1939, with regard to American Homey Better Homes and 
GardenSj and National Geographic the period is January, February and 
March, 1939. 

Noth The information preaented in this table corresponda in form to that appeanna in 
previouB Consumer Magaaine Reports It ahowa the percentage diatnbution of tne readers 
of each of the magaiinea according to four age groups 
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Table 19.— Advertisement Rating Service—Current Issue Report 
Ldfcj April, 10, 1939, Men and Women Combined 
Individual Advertisements in This Issue 





1 Cost per time | 

Cost ratios and ranks 


Biie 








Pace 

and 

Advertiser 


Read 

Read 


Read 

Read 


color 



some 

most 


some 

most 

16 

X 

Kayser hosiery 

10 0019 

10 0025 

SO 0090 

247 ( 1) 

228 ( 2) 

306 ( 6) 

76 

X 

Black and White Scotch 

0 0020 

0 0025 

0 0254 

235 ( 2) 

228 ( 3) 

108(14) 

87 

XX 

Columbia Pictures 

0 0021 

0 0021 

0 0042 

224 ( 3) 

271 ( 1) 

655 ( 2) 

81 

xb 

Warner Brothers 

0 0027 

0 0027 

0 0031 

174 ( 4) 

211( 4) 

887 ( 1) 

4 

X 

Pard dog food 

0 0027 

0 003i' 

0 0179 

174 ( 6) 

154 ( 7) 

154(11) 

12 

X 

Toastmaster toaster and set 

0 0028 

0 0020 

0 0097 

168( 6) 

197 ( S) 

284 ( 7) 

4c 

L 

Coca-Cola 

0 0030 

0 0039 

0 0287 

157 ( 7) 

146 ( 9) 

96(23 

11 

X 

SaJ Hepatica 

0 0031 

0 0031 

0 0047 

152 ( 8) 

184 ( 6) 

585 ( 3) 

3c 

bo 

Canadian Club whiskies 

0 0a36 

0 0041 

U 0202 

131( 9) 

13901) 

130(12) 

34 

bo 

Four Roses whiskey 

0 0036 

0 0059 

0 0276 

131(10) 

97(21) 

100(21) 

2 

X 

Kellogg’s All-Bran 

0 0037 

0 0039 

0 0058 

127(11) 

146 ( 8) 

474 ( 4) 

3 


Woodbury's facial soap 

0 0037 

0 0043 

0 0318 

127(12) 

133(13) 

86(26) 

43 

bo 

1a ^le 

0 0039 

0 0043 

0 0255 

121(13) 

133(12) 

108(16) 

59 


United Brewers Ind Found. 

0 0040 

0 0041 

0 0107 

118(14) 

139(10) 

257( 8) 

37 

bo 

Plymouth 

0 0041 

0 0044 

0 0255 

115(15) 

130(14) 

108 07) 

6 

X 

Sinclair Lubrication 

0 0042 

.0 0054 

0 0006 

112(16) 

100 (20) 

417 ( 6) 

52 

0 

Gilbey'a gin 

0 0043 

0 0061 

0 0648 

109(17) 

93 (24) 

42 (3;u 

2c 

0 

Nash 

0 0044 

0 0040 

0 0280 

107(18) 

124(16) 

98 (27) 

33 

bo 

Firestone Champion tires 

0 0044 

0 00S2 

0.(645 

107 (19) 

70 (.11) 

43 (3/) 

7 

b 

Hudson 

0 0045 

0 0046 

0 0270 

104 (20) 

124(15) 

102(19) 

62 

X 

Playtex baby pants 

0 0048 

0 0048 

0 0139 

98 (21) 

119(17) 

198 00) 

76 

X 

firomo-Seltier 

0 0048 

0 0050 

0 0254 

98(22) 

114(18) 

108 05) 

86 

XX 

Old Crow whiskies 

0 0049 

0 0124 

0 0372 

96 (23) 

46 (37) 

74 (28) 

5 

b 

ChevroU t 

0 0051 

0 0052 

0 0294 

92(24) 

110(19) 

94 (24) 

56 

0 

Martini k Rossi vermouth 

0 0051 

0 0080 

0 0255 

92 (25) 

66(33) 

108 0 8) 

13 


Dodge 

0 0053 

0 0001 

0 0274 

89(26) 

93 (23) 

100(20) 

51 

0 

Havolinc motor oil 

0 OO.*.’’ 

0 0003 

0 0648 

89 (27) 

90 25) 

42 (34) 

16 


Heinz products 

0 005n 

0 0066 

0 0218 

84 (28) 

80(26) 

126(13) 

61 


\U Year Club of South Calif 

0 0060 

0 0060 

0 0119 

78 (29) 

95(22) 

231 ( 9) 

46 

0 

Glenmore whiskey 

0 0000 

0 0077 

0 0468 

78 (30) 

74 (30) 

59 (29 

1 


Cities Service dealen 

0 0062 

0 0075 

0 0906 

76 (31) 

76(29) 

30 (37) 

10 


A’ear-Ever aluimiium 

0 0063 

0 0070 

0 0318 

75(32) 

81(27) 

86(26) 

44 5 

2zb 

Mobilgas 

0 0063 

0 0084 

0 0890 

75 (33) 

68(32) 

31 (36) 

66 

0 

General Squeegee tu-es 

0 0070 

0 0071 

0 0886 

67 (34) 

80(28) 

31(35) 

14 


Zonite-Bareelona castilc shampoo 

U 0088 

0 0093 

0 0906 

53 (35) 

61(34) 

30 (38) 

54 

X 

Simonix-Simoniz kleencr 

0 0097 

0 0109 

0 0321 

48 (36) 

52 (35) 


50 

X 

Fleischmann's yeast 

0 0105 

0 0120 

0 0469 

45(37) 

48(36/ 

’^9 (30) 

63 

X 

Willard Starting Service 

0 0132 

0 0165 

0 0469 

36 (38) 

35 (38) 

59 01) 

77 

X 

Browii-Forman Distillery 

0 0142 

0 0234 

• 

33 (39) 

24(39) 

• 

36 

X 

Schenley's Ancient Age whiskey _ 

0 0165 

0 0305 

* • 

28 (40) 

19 (40) 

" 

Average costs for this issue 

W 0047 

to 0057 

to 0275 





* Data inadequate. 


Summary of Advertisements by Size and Color Treatment 


Key 


B & W 

4-color (o) 

3-rolor (y) 



1 Tol.il 

(2) 

2-rngp 




|2-(olor (z) 

Koto (r) Sin (nil | 


(2b) 

2-Page Bleisi 




1 1 


1 

( ) 

1-Page 

8 

^ 1 


1_ 


15 

(b) 

l-Page Bleed 

2 

5 

1_ 

1 


8 

(i) 

Two-thirds Page 



1 1 


(x) 

Half-Page , 

14 

1 

1 2 

' 

1 16 


Total 1 

24 

1 12 1 


4 


LJ2_ 
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Table 20.— Advertisement Rating Service—Current Issue Report 
Li/e, April, 10, 1939 
Individual Advertisements in this Issue 


Vue 

Advertiser 

Percentage of total 
readera who have 

Pereentage of men 
readers who have 

Percentage of women 
readers who have 

Seen 

Read 

som? 

Read 

moat 

Seen 

Read 

.some 

Head 

moat 

Seen 

Read 

some 

Read 

moat 

44-5 

2 Page 2 Color Bleed 

Mobilgaa 

51 H 

37 4 

3.6 

60.3 

43.6 

6.4 

42 8 

31.0 

0.7* 

4c 

Covers 

Coca-Cola 

72 1 

57.3 

7.6 

75 6 

64 1 

8.3 

68 3 

50.3 

6.0 

3c 

Canadian Club whiskies 

53 0 

47 4 

9.6 

5S.3 

53.2 

11.5 

47 6 

41.4 

7.6 

2c 

Nash 

37 4 

36 H 

6.0 

45.5 

44.9 

9.0 

29.0 

28 3 

2.8 

34 

1 Page 4 Color Bleed 

Four Rosea whiskey 

52 8 

32 6 

7.0 

52.0 

31.4 

7.1 

53 1 

33.8 

6.9 

43 

La Salic 

4N 7 

44 7 

7.6 

56.4 

51 0 

11 5 

40 7 j 

37 2 

3.4 

37 

Plymouth 1 

46 4 

44 0 

7.6 

56.4 

53.2 

9.6 

36 9 

34 5 

6.5 

33 

Firestone Champion tires 

43 1 

23.5 

3.0 

55.8 

32.7 

5.8 

29.7 

13.8 

_* 

81 

1 Page 2 Color Bleed 

Warner Brothers 

62 2 

62 2 

53.3 

59.0 

59.6 

47.4 

64.8 

64.8 

59 3 

7 

1 Page B A W Bleed 

Hudson 

30 5 

29.5 

5.0 

37.8 

35.9 

6.4 

22.8 

22.8 

3.4 

5 

Chevrolet 

26 7 

26 4 

4.6 

34.6 

34.0 

7 1 

18 6 

18 6 

2 r 

52 

1 Page 4 Color 

Gilbcy'a gin 

38 5 

27 3 

2.6 

39.1 

27.6 

3.2 

37 9 

26 9 

2.1* 

56 

Martini A Rosai vermouth 

33 1 

19 6 

6.6 

34.6 

20 5 

7.7 

31 7 

18 6 

5 5 

51 

Havoline motor oil 

32 2 

26 9 

2 6 

35 9 

30 1 

4 5 

28 3 

23 4 

0 7* 

46 

Glcnmore whiskey 

27 8 

22 0 

3 6 

29 5 

20 5 

3 2 

20.2 

23.4 

4.1 

55 

General Squeegee tires 

23 8 

23 5 

1.9 

30.8 

30.8 

3.2 

16.6 

15.9 

0.7* 

3 

1 Page B A W 

Woodbury’s facial aoap 

31 5 

27 3 

3.7 

13 5 

10.3 

0.6* 

50 3 

44 8 

6 9 

59 

United Brewers Ind. Found. 

29 5 

28 8 

11 0 

32 7 

31 4 

13.5 

26 2 

26 2 

8 3 

13 

Dodge 

22 1 

19 4 

4 3 

31 4 

26 9 

6.4 

12 4 

11.7 

2 1* 

16 

Heinz products 

21 1 

17 8 

5 4 

10 9 

9.0 

1 9* 

31 7 

26 9 

9 0 

61 

AU Year Club of South. Calif. 

19 6 

19 6 

9 9 

17.9 

17.9 

8.3 

21.4 

21 4 

11 2 

1 

Cities Service dealers 

19 1 

15 8 

1.3 

26 9 

22 4 

1.9* 

11.0 

9 0 

0.7* 

10 

WTear-Ever aluminum 

18 8 

16 7 

3 7 

10.3 

8 3 

1 9* 

27.6 

25 5 

S 5 

14 

Zonite-Barcclona castile 
shampoo 

13.4 

12.7 

1.3 

9.0 

7.7 

0.6* 

17.9 

17.9 

2.1* 

87 

One-halt Page 2 Color 

1 Columbia Pictures 

36 0 

36.0 

17.8 

26.3 

26.3 

' 9.0 

46.2 

46.2 

26.0 

86 

Old Crow whiskies 

15 3 

6 0 

2.0 

15.4 

5.1 

2.0 

16.2 

0.9 

1 4* 

15 

One-half Page B A W 

Kayaer hosiery 

32 4 

23.9 

6 8 

17.9 

7.1 

I —• 

47.6 

41.4 

13.8 

75 

Black and White Scotch 

30 8 

24.2 

2.4 

34.0 

26.3 

1.3* 

27.6 

22.1 

3.4 

4 

Pard dog food 

22 3 

16 3 

3.4 

20.5 

16.7 

1.9< 

24.1 

15.9 

4.8 

12 

Toastmaster toaster and act 

21 8 

21 0 

6 3 

15.4 

14.7 

3.8 

28.3 

27.6 

9.0 

11 

Sal Hepatica 

10 7 

19 7 

13 1 

14.1 

14.1 

7.1 

25.5 

25.6 

19.3 

2 

Kellogg’s All-Bran 

16 4 

15 8 

10 4 

10.9 

10.3 

7.1 

22.1 

21.4 

13.8 

6 

Sinclair Lubrication 

14 3 

11 3 

9 3 

14.7 

11.6 

9.6 

13.8 

11.0 

9.0 

62 

Playtez baby pants 

12 8 

12 8 

4 4 

0.4 

6 4 

1.3* 

19.3 

19.3 

7,6 

76 

Bromo-Seltier 

12 6 

12.2 

2.4 

13.5 

12.8 

1.3* 

11.7 

11.7 

3.4 

54 

Simoniz-Simoniz Kleener 

6 3 

5.6 

1.9 

1.x 

7.1 

3.2 

6.5 

4.1 

0.7* 

50 

Fleischmann’s yeast 

5 8 

5.1 

1.3 

1.9* 

1.3* 

0.6* 

9.7 

0.0 

2.1* 

63 

Willard Starting Service 

4 6 

3 7 

1.3 

7.1 

5.8 

2.6 

2.1* 

14* 

_• 

77 

Brown-Forman Distillery 

4.3 

2 6 

l.O* 

6.1 

3.2 

1.3* 

3.4 

1 2 

0.7* 

36 

Scbenley’s Ancient Age whiskey 

3 7 

1 2.0 

L_=: 

Lll 

i 2.6 

1 -• 

, 2.8 


1 -• 


* Tbe dala upon ivbich this figure ia baaed are conaiderod unataYiile. A dadi (—) before an aBteriak ugnifiea 

Tw penons rppnrtpd upon. 
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oirculatiou is considered. No sales could be made to those who 
did not read. 

A rather complicated formula is used in comparing values, in 
addition to calculating costs in terms of readers. A standard is 
found for all the larger displays in the magazine. The median 
cost (the one which has as many above as below) is found and that 
is used as a base for comparing all the other advertisements. 

The Starch Rating Service covers 19 consumer magazines, 
which are listed in Table 18, on page 514. All the advertise- 
nnmts of one-half page space or more are included in the 
H'ader interviews. Unlike the Clark service, the advertisements 
are shown as printed in the periodicals. 

The table showing the percentage of rc'aders of each advertis<‘- 
ment (Table 20) for Life magazine is t ypical of the studies made 
by the Starch organization. 

Publishers’ Information Bureau, Inc--This company che<k.> 
112 national magazines, seven national and five sectional farm 
papers, and 32 state farm papers in the i)ublication field. All 
the expenditures by advertisers for time on th(' following broad¬ 
casting systems are audited: National Broadcasting (Company, 
Columbia Broadcasting System, Mutual Broadcasting Systen*, 
and spot broadcasting. The amount of time is also ciilculated. 

In the general magazine reports, advertising for 47 main classes 
of goods and services and 191 subclasses is tabulated. These 
figures also are for both time and money. Totals are given 
monthly for each magazine, and yearly records apx)ear in the 
December-January total sheet. A 15-year total revenue for each 
publication is also presented. Monthly and cumulative t otais by 
magazine for each product advertised is also presented. 

Retail shop and store advertising is separated fn m national 
advertisers and filed alphabetically following the sectimi occupied 
by the records of general magazines. Special doss tot.j,ls of the 
retail shop and store advertising are shown separately. 

The names of advertisers are arranged individually and in 
alphabetical order for each product and each magazine. This 
gives a complete picture of 

1. Advertising carried by each magazine with the classification of products 
and amount of space and money for each class. 

2. The amount of space and money according to each advertiser’s 
expenditure. 
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3. Tht* amount of money each advertiser .spends in each magazine for 
each product advertised. 

This gives the publisher a summary of all the advertising which 
might be secured for his magazine^, the name of the advertisers, 
and their total expenditures. To the advertiser it presents the 
total publication advertising for his class of products; how much 
and where each of his competitors advertise; and how his adver¬ 
tising compares in total cost and in space used with all adver¬ 
tising of that cla.ss and for each of his competitors. 

Similar information is given for the various farm papers and 
for the broadcasting systems. Of course the cost of radio talent 
cannot be shown; however, except for that item, the reports of 
the Publishers’ Information Bureau, Inc., give an accurate picture 
of the current periodical and radio fields. 

Audit Bureau of Circulations. —This organization has been 
written up so many timevs that only a notice is necessary to cite* 
its principal activities. Because of a wide-spread habit of mis¬ 
representing circulation which prevailed up to about 1914, adver¬ 
tisers formed an organization which would audit circulations in 
an impartial and unbiased way. This organization, which came 
into being in 1914, is called the Audit Bureau of Circulations. 
Its members are composed of publishers of magazines, news¬ 
papers, and bu.siness pap(-rs, advertising agencies, and adver¬ 
tisers, but the constitution is such that, regardless of the number 
of members, 50 per cent of the Board of Directors must come from 
the advertis(*rs, for it is they who are chiefly interested in having 
facts about the circulation of publications which thc-ir advertising 
supports. The unit of value as established by the A.B.C. is 
''net paid circulation.” This is literally interpreted to mean that 
the publisher must receive at least 50 per cent of the advertised 
price of his publication in order to have it qualify as "net paid.” 
Where the newspaper or pc-riodical is contracted for on subscrip¬ 
tion rates, it is regarded as being paid for until 6 months after the- 
expiration of the subscription. 

The Association is supported by dues from all its members. 
These fall heaviest on publishers, who make up the great bulk of 
membership. The rates are based on the different amounts 
of circulation which the publication enjoys and upon the type of 
publication. Newspapers have one rate; magazines have 
another; and business papers another. All the membership pub- 
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lications are audited once a year by a commit tee working under 
the direction of the A.B.C. One other audit is made by the pub¬ 
lisher, 6 months from the time of the official audit. Blanks for 
this are supplied by the A.B.C., and it is carefully compared witli 
the following and previous official audits. 

In theory and according to the constitution of the Assoc iation. 
publishers* reports arc open only to members, but, as a matU'r 
of practice, they are turned over to the Standard Rate and Data 
Service, in which they are published, in pait at least. Thv 
salient facts are presented. This is b3’^ mutual cojisc'iit. 

Brand Barometers and the Psychological Corporation. The 
studies which ^‘onstitute the Brand Baromet(‘rs th rive* their name 
from the fact that they are intended to mt^asun* the direction in 
which people are being influencc*d. They are not m<*asures of 
sales, but ratht'r a measure of people \re mort* or f(‘W(‘r ])(‘ople, 
among the customers available, being influenc(*d to buy a ci^rtftn 
brand or type of product; for example, tooth i)astes versus tooth 
powders, or Campbelbs ^omato juice as compared with other 
brands. 

The unit of measurement is readers, not salt's. Nt)thiTig is 
said in these Barometers about hov’ often jx'ople buy an article, 
how much they buy, or the dollar vali of their purchases. Ftir 
example, a decreasing per cent of the possible customers may be 
buying a certain brand, and yet the total dollar sales of this 
brand may be showing an increase, owing to mort* frt‘qut*nt pur¬ 
chases by those who are still buying that brand; that is, a gtait'ral 
increase in buying power. 

The Psychological Corporation says of its methcKls; 

We have selected, as a nsychological yardstick, a j)cri(Khc study of 
4,000 homes in the B economic group. This grouj) sp|r<-tcd as being 
the most responsive to advertising influences, and therefore the group 
w’hich would most quickly reflect the effects of these influeiices in 
changed buying habits. The changes in the B grruip \\(mld i)r()bably 
occur more slowly in other economic groups. 

However, n order to have a more comprehensive inciisuring rlcvice, 
the scope of the Barometer studies also include the d, (\ and I) eco¬ 
nomic groups on occasion, usually every 0 months. 

These Barometers are now so accurate that they measure changes of 
less than ] per cent. In 1034 we made w^hat w^as probably the first 
empirical analysis of the accuracy of samples of various si/iC in respect to 
public polls or eonsumer surveys. The results were published in the 
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Journal of Applied Psyrhologij, in February, 1939, under the title: “How 
Many Interviews Arc Necessary for Results of a Certain Accuracy?” 
Dr. George Gallup was the first psychologist outside our own organiza¬ 
tion to make use of this study and it has been widely used in the develop¬ 
ment of other polls. 

Of course, if questions are worded incorrectly, the results will be 
wrong no matter how many interviews are made. 

For example, we started, in 1933, a series of questions on the N.R.A. 
We could have asked, as one poll of 40,000 housewives did, a question 
somewhat as follows: In your opinion is the N.R.A. a good thing or not? 
Ninety-two per cent answered, good; at about the same time we were 
asking 4,000 women: From what you have seen of the N.R.A. in your 
neighborhood, do you believe that it is working well? Forty-two per 
cent, or less than half as many, answered yes. 

If a question is worded wrong, interviews with a sample of 50,000 peo¬ 
ple will give a result that is not as accurate as interviews with 5,000 peo¬ 
ple using the correct question. 
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CHAPTER XXIV 


Barriers to Interstate Trade 


Natural Flow of Commerce. —Before starting a diseussion of 
the artificial barriers which are being reared to impede the free 
and uninterrupted How of goods from the place of origin to the 
plac*(‘ of consumption, it may be well to make a brief survey of 
some of the advantages of unimpeded trade, and to take a glance 
at some of the benefits that large-scale production has provided. 
For example, plat('-glass windows for buildings and automobiles 
are supplied by huge glass factories at Charleston, W. Va., and 
Shreveport, La. Had each locality tr'ed to supply its own glass, 
as in “the good old days,“ the experimental and laboratory work 
necessary for such production would have been impossible, and 
we would still be viewing the world through 7- by 9-inch “wavy“ 
window panes. 

Had each district set up its own little flouring mill and pro¬ 
hibited the importation of flour, there never would have been 
milling centers such as Buffalo, Minneapolis, Chicago, Kansas 
City, and Portland, and the improved cereal products that have 
come from their laboratories would still wait to be discovered or 
invented. 

No such paper mills as those in the Fox River Valley of Wis¬ 
consin and Kapucasing, Ontario, could exist if they were not 
allowed to distribute their products without impost taxes. If 
each city or each state attempted to make its own paper, the 
price would be so high that there could be no 5-ccnt magazines 
or 3-cent newspapers. Furthermore, there never would have 
developed the hundreds of different papers and paper product* 
we now enjoy. 
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With local production only, such laboratories as those of the 
General Electric Company at Schenectady and Npla Park could 
not have existed and the myriads of inventions that have come 
from them to light and furnish our homes would have been denied 
us. The same thing is true of the food laboratories of the Carna¬ 
tion Milk Company at Seattle and the Borden Company of New 
York City. The study of sound and its means of transmission 
has been given a greater impetus by the Bell Laboratories in New 
York than from any other source, perhaps from all other sources. 
Without these and the General Electric products, our radios 
would be vastly different. 

In 1920, with 2 million automobiles, gasoline was 29 cents a 
gallon. Now, with 15 times as many gasoline-driven cars and a 
6-cent tax, this fuel can be bought for 10 cents a gallon less 
than 20 years ago. This could not have happened without 
such refineries as those at Bayonne, N. J., and Parco, Wyo., 
and these, in turn, could not have been built up on small-scale 
operations. 

The principal petroleum-producing states are California, Kan¬ 
sas, New Mexico, Oklahoma, and Texas. If each of the other 
43 states had tried to shut out the oil produced in those five states, 
the price nowhere could be so low as it now is for the same 
quality. The oil states might tax paper, electrical appliances, 
glass, dairy, and cereal products in n^taliation. Would anyone 
benefit by such a crazy limitation of commerce? 

The j)resent restrictions placed on the movement of many 
pjoducts across state lines is equally devoid of logic or of bene¬ 
ficial results. Much of it springs from shortsighted business 
strategy, some from pure spite. The review of these practices 
and of the laws which permit them, in the face of a constitutional 
prohibition of interstate imposts, is necessarily incomplete. But 
the scope and various methods of applying restrictions are 
indicated in the following paragraphs. 

What Is a Trade Barrier?—An interstate trade barrier is any 
state statute or regulation which, on its face or in practical effect, 
tends to operate to the disadvantage of persons, products, or 
services coming from sister states, to the advantage of local resi¬ 
dents, products, and business. This is the realistic approach. 
The problem could only be viewed from the standpoint of the 
state's efforts to achieve the end of prohibiting or limiting the 
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influx of persons, commodities, and services which are m competi¬ 
tion with the domestic supply of the state. 

It is recognized that diversity of state laws is often essential to 
meet the varying economic conditions of particular states. What 
fits the needs of an agricultural state may be entirely out of place 
in an industrial state. Uniformity of state legislation may or 
may not be a desirable end. 

Trade-barrier devices fall into four principal classes. In the 
first group are those statutes which, on their face, manifest a 
discriminatory or retaliatory purpose directed against out-of- 
state competition. Obviously this direct and gross form of bar¬ 
rier statute is sharply limited in number. 

A second group of statutes consists of those which are non- 
discriminatory on their face but are discriminatory in operation. 

Many trade barriers are found in a third category of statutes. 
On their face, they are equal in application to residents and 
nonresidents but in practical operation burden out-of-state 
business. 

The fourth source of barrier practices is frequently found in 
discriminatory and burdensome administration of state statutes. 
This is attributable to the fact that numerous administrative 
agencies are vested with broad discretionary authority to frame 
rules and regulations which permit them to employ various types 
of “police'^ regulatory legislation as instruments to restrict trade 
between the states. Unfortunately, the data concerning such 
administrative action are not readily available. 

Additional barrier regulations are often embodied in municipal 
ordinances and administrative rulings which are so numerous 
that they can be given only brief mention in a later paragraph. 

Legal Aspects of Trade Barriers.—It is evident that any dis¬ 
cussion of trade-barrier laws must take into consideration the 
constitutional framework within which these laws wtie passed. 
These statutes have been enacted under four categories of powers 
traditions )ly delegated and reserved to the states under our con¬ 
stitution, which arc: first, the power of taxation; second, the 
state's “police” power in the protection of health and sanitation, 
including inspection and quarantine; third, licensing and general 
regulatory powers; fourth, the sovereign proprietary powers in 
regard to conservation of natural resources and ownership of 
public works and property. 
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The authors do not intend to criticize the exertion of state 
powers to promote ‘^police” ends, to produce necessary revenue, 
and to protect state resources and property. The dangers lie in 
the abuse of these powers to achieve interstate market restrictions 
by masquerading serious impediments to free trade in the garb of 
traditional powers. This is especially true when the state openly 
asserts that it is acting to protect an imperative local need. As 
was recently said in a Supreme Court opinion:^ 

Maintenance of open channels of trade between the States was not 
only of paramount importance when our Constitution was framed; it 
remains today a complex problem calling for national vigilance and 
regulation. 

The problems raised can be met by cooperation between the 
states. Suggestion for action by the Congress is not within the 
province of the text; much less is a discussion of the constitu¬ 
tionality of the laws referred to. The problem was defined 
from the standpoint of national policy in the dissenting opinion 
of the United States Supreme Court in the recent Arkansas tax 
case,* where it was pointed out that the questions raised by that 
case are '^for consideration of Congress in a nation-wide survey 
of the constantly increasing barriers to trade among the states." 
The dissenting Justices said; 

Unconfined by “the narrow scope of judicial proceedings” Congress 
alone can, in the exercise of its plenary constitutional control over inter¬ 
state commerce, not only consider whether such a tax as now under 
scrutiny is consistent with the best interests of our national economy, 
but can also on the basis of full exploration of the many aspects of a 
complicated problem devise a national policy fair alike to the States 
and our Union. Diverse and interacting state laws may well have 
created avoidable hardships. 

It should not be inferred that the United States Supreme Court 
has failed to enunciate certain applicable principles or has not 
issued warnings to state legislatures. On the contrary, the 
Supreme Court has made pronouncements of general significance 
which can be summarized without the legal entanglements 

' Dissenting opinion of Justices Black, Frankfurter, and Douglas in 
McCarroll v. Dixie Greyhound Lines^ Inc., U. S. Sup. Ct., decided Feb. 12, 
1940. 

*7lnd. 
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involved in analysis of specific decisions. The following con¬ 
stitutional principles are of interest. 

1. In the exercise of their general ''policepowers in the fields 
of taxation and regulation, the states cannot impose burdens on 
interstate commerce which arc direct and substantial. 

2. The power of Congress over interstate commerce is plenary. 
Until Congress occupies the field, the regulation of the states 
might affect interstate commerce in an indi'-ect and insubstantial 
manner. But once Congress has spoken, the state laws must give 
way LO the Federal legislation as being in conflict with the 
supreme law of the land. For example, Federal motor-vehicle 
legislation may occupy the field to the exclusion or diminution of 
regulations by individual states. 

3. Where the discrimination against interstate or foreign com¬ 
merce is obvious on the face of the statute, it will not be upheld, 
as exemplified by the recent Florida foreign cement inspcr'tiun 
fee case.^ 

4.. The courts will look into the facts of each case to determine 
the extent to which the statutory provision in question op(»ratcs 
to burden interstate commerce. The courts will go behind the 
face of the statute to its practical operation. This is cxacily 
what the United States Supreme Court did in the latest trade- 
barrier decision in the Arkansas tax case, where the court went 
into arithmetical calculations to show the mischief of the statute. 

5. Nowhere are the general principles stated with gre^ater elo¬ 
quence and clarity than in the words of Mr. Justice Cardozo in 
Baldwin v. Seelig. ^ 

What is ultimate is the principle that one state in its dealings with 
another may not place itself in a position of economic isolation. For¬ 
mulas and catchwords are subordinate to this overmastering require¬ 
ment. Neither the power to tax nor the police power may be used by 
the state of destination with the aim and effect of establishing an eco¬ 
nomic barrier against competition with the products of snother state or 
the labor of its residents. Restrictions so contrived are an unreasonable 
clog upon tne mobility of commerce. They set up what is equivalent 
to a rampart of customs duties designed to neutralize advantages 
belonging to the place of origin. They are thus hostile in conception as 
well as burdensome in result. 

^ Hale V. Bimeo Trading^ Tnc.^ 306 P. S. 375 (1939). 

*294U. S. 511 (1935). 
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The Taxing Power. —By means of their taxing power, the 
states have erected barriers to interstate trade. The barrier 
types of taxes may be divided roughly into three main groups: 
(1) Taxes which aim to exclude a competitive commodity in 
favor of the home products; (2) those which are aimed against a 
competitive type of merchandising; (3) those which operate as 
barriers because of their multiplicity, diversity, and cumulative 
burden on interstate commerce. 

Competitive Commodities — Margarines .—It is in the fields of 
margarines and liquor that we find this first type of taxation. 
The classic example of this group is the battle which has been 
waged between butter and the margarines. In the field of liquor, 
we have the recent avalanche of legislation which followed rt'peal 
and the Supreme Court\s interpretation of the 21st Amendment, 
giving the states comple^te freedom to deal with this product. 

Tax legislation in the field of margarines indicates that the 
dairy states have sought to exclude margarine by practically tax¬ 
ing it out of existence, while the southern, nondairy states have 
sought to protect their margarine industry by taxing any competi¬ 
tive products not made from their own home-grown crops. With 
the conflict between butter and margarine in the same state we 
are not concerne^d. But when a dairy state seeks to protect its 
butter against margarines coming in from another stale, the law 
takes on the aspect of an interstate barrier. In form these taxes 
are usually either a license or an excise tax. 

Sixteen states require licenses to engage in the manufacture, 
distribution, sale, or serving of this product, and fees for such 
licenses range from $1 to $1,000 per year. Pennsylvania, Wis¬ 
consin, and Montana are in the highest bracket. North Carolina 
had a $1,000 license fee for manufacturers which was repealed by 
the 1939 legislature, so that North Carolina has now joined the 
more or less “solid” South front in the margarine-butter war. 

Twenty-three states have adopted excise taxes, ranging in 
scope from 5 cents a pound on uncolored margarines to 15 cents 
a pound on all margarines. The cotton-belt states, except Mis- 
sissippiy Oklahoma, and Tennessee, have levied a 10-cent-a-pound 
tax on all margarines except those containing cottonseed oil, com 
oil, peanut oil, soybean oil, margarine oil and stearine from 
cattle, and certain other animal fats and oils. Maine also gives 
the same exemption from its 10-cent tax. 
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Fearing competition from imported oils or fats, some states 
have also exempted imitation butter made from domestic oils or 
fats, indirectly taxing the use of the foreign product. Nebraska 
has such a law, which provides that such product, containing 
more than 50 per cent of animal fats or oils produced in the 
United States, shall not be included in the term “imitation’^ 
butter ‘*for tax purposes.” Furthermore, some states, such as 
Washington with its 15-cent tax, exempt margarine from taxa¬ 
tion altogether if it is sold for exportation from the state. 

The dairy and cattle-producing states, on the other hand, such 
as Minnesota, Nebraska, and Wyoming, tax products containing 
less than 65 per cent, 50 per cent, and 20 per cent, respectively, 
of animal fats or oils, while Wisconsin taxes all margarines. The 
curiously worded definition of margarine for taxing purposes says 
it applies to 

... all fats and fat compounds sufficiently adaptable to use like aii 
ordinary use of butter, to lead readily to use as an alternate to butter, 
and to all ingredients of such fats or fat compounds distributed, sold or 
handled in any manner, that may lead readily to their being mixed or 
combined for such usc.^ 

It is also interesting to note that although California, Colorado, 
and Oregon have enacted excise taxes on margarine the citizens 
of these states rejected the legislation by referendum vole. 

Competitive Commodities — Liouors .—In the field of liqiujr, the 
Marketing Laws Survey" found that several tax devices have 
been resorted to for the purpo.se of stimulating domestic pioducts 
and crops used in liquor manufacturing or to build up the state 
liquor industry generally. No less than 2(3 states have passed 
preference laws by levying lower license fees or excise taxes on 
liquor when state-grown ingredients are us(‘d. For example, 
Alabama taxes manufacturers of alcoholic beverages SI,000 
annually for each place of manufacture, but wine makers using 
75 per cent or more of Alabama raw materials in their wineries 
pay only J$25. In Oregon the regular winery license is S250, 
accompanied by a minimum bond of $1,0(X), but a farmer who 
makes wine from his own grapes or other fruits pays an annual 
fee of $25 and is subject to a $500 bond. 

* L. 1939, c. 432. 

* Comparative charts of State Statutes Illustrating Barriers to Trade 
between States, 1939. A W.P.A. Study. 
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Then there are the gallonage taxes. In Michigan the tax per 
gallon on wine made from grapes or fruit not grown in Michigan 
is 50 cents, but wine made in the state from products of which 
75 per cent or more have been grown in the state is taxed only 
4 cents a gallon. In Arkansas, the 50-cent-per-gallon tax on 
wine does not apply to wine made in Arkansas from raw products 
in the state. 

Georgia levies a tax of 5 cents a gallon on domestic wine con¬ 
taining not more than 14 per cent alcohol, but foreign wines of 
the same alcoholic content must pay 40 cents. A tax of 30 cents 
per gallon is levied on domestic wine containing 14 to 21 per cent 
alcohol, but foreign wines of the same alcoholic content must pay 
60 cents. 

It is more common, however, to impose restrictions on the 
importer (and occasionally on the foreign manufacturer), than on 
the import itself. At least six states charge a higher or additional 
fee for importing into the state than is charged for wholesaling 
or distributing the local product. In Nevada the wholesaler's 
wine, beer, and liquor license is $150, but the importer must pay 
$350 for the same type of license. Massachusetts charges solici¬ 
tors for foreign manufacturers of alcoholic beverages a $100 to 
$300 annual license fee, as against $10 for state residents soliciting 
for domestic manufacturers. Louisiana requires that dealers who 
maintain a regularly established place of business in the state pay 
a $1,000 annual fee, but failure to maintain such place subjects 
the dealer to a $10,000 fee. 

Eight states have enacted retaliatory legislation against bever¬ 
ages from other states. Typical of such liquor retaliatory 
measures is the Rhode Island statute, which provides that the 
Department of Business Regulation be authorized to assess the 
products of any state discriminating against Rhode Island prod¬ 
ucts in such amounts as would equalize the taxes and other 
charges. If this does not remove the discrimination, the Depart¬ 
ment may assess such additional charges as it may deem necessary 
to remove such discrimination against Rhode Island products. 
Michigan empowers the State Liquor Commission to establish 
an embargo against beer of any state levying a discriminatory 
tax against Michigan-produced beer. 

Itinerant Truckers .—Taxes which are aimed against a competi¬ 
tive type of merchandising are widely used against the so-called 
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“itinerant merchants.” With the increased use of motor trucks, 
the old laws against transient merchants and peddlers have been 
revived. While most of the itinerant-peddler laws on their face 
do not discriminate against the out-of-state vendor, the Louisiana 
and Wisconsin statutes are so defined as to strike directly at 
nonresidents. The Louisiana law declares that nonresidents 
importing for sale certain poultry, fruits, and vegetables in trucks 
must pay a license fee of $200 and does not mention the resident 
trucker. 

The Wisconsin law defines a merchant-trucker as one who 
transports produce not grown in the statr in a truck or other 
vehicle from a point within or without the state and who sells 
the same direct from such vehicle to retail merchants without 
advance order. Such trucker is required to pay a fee of $40 
before he can sell his produce. It is interesting to note, however, 
that the Arkansas and Georgia laws specifically encourage 
truckers to come into their states to buy but not to sell. Arkan¬ 
sas provides for certain registration exemptions for truckers who 
come to purchase. Georgia declares that truckers hauling agri¬ 
cultural products grown in Georgia may make 10 free trips into 
the state per month, while others may make only two free trips 
per month. 

Arizona, Montana, Nebraska, and West Virginia are some of 
the states which require itinerant merchants to pay license fees 
of a special nature. 

Motor Vehicles ,—In the field of motor vehicles, most of the 
laws, on their face, do not discriminate against out-of-state 
vehicles; they do operate as a cumulative burden on tiucks 
which must pass through several states, paying fees in each. 
Such burdens may be justified, perhaps, as compensation for use 
of the highways, but when pyramided against a single vehicle 
may constitute a real handicap and burden to motor transpor¬ 
tation. There are registration fees, gross receipts taxes, mileage 
taxes, and other miscellaneous taxes too many and too compli¬ 
cated for detailed analysis in this statement. 

A state may require motor trucks using its highways to register 
and pay a fee therefor. These fees are often heavy and usually 
increase sharply with the size of the truck. They vary from $30 
on a 5-ton truck in Idaho to $400 in Alabama, $400 in Georgia, 
and $300 in South Carolina on a 5- to 6-ton truck. This would 
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make a total of $1,100 for a 5-ton truck going from Columbia, 
S. C., to Birmingham, Ala. 

In Mississippi the fees for private commercial carriers range 
from $132 for vehicles not exceeding 5 tons, to $498 for vehicles 
not exceeding 10 tons. In North Dakota the fees to be paid 
range from $400 on a 5-ton truck to $1,500 for a 10-ton truck, 



COUNTY IN WHICH HE SOLD PRODUCTS 

This shows the tax imposed on an outside truck visiting the different counties of 
Arizona. Foes amount to $4,400 plus a bond of $5,000. 

with a 10 per cent reduction each year from the previous yearns 
fee until it equals one-half of the original fee. 

While it is true that reciprocity, in one form or another, is 
provided for in the laws of some 41 states, only 9 states grant 
complete reciprocity as to all fees. The laws of Nebraska present 
a typical example of the effect of such reciprocal arrangements. 
They provide that the state is to extend full reciprocity on license 
fees to trucks from other states provided that the states in which 
such trucks are domiciled extend similar privileges to trucks from 
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Nebraska. Similar provision is made for the ton-mile” tax, 
license plates, and other special taxes. Only 18 states are cooper¬ 
ating with Nebraska to such an extent that trucks from these 
states may pass through Nebraska without purchasing a license. 
As for trucks from the other 29 states, the requirements imposed 
by Nebraska upon such trucks vary with the requirements which 
each state imposes upon Nebraska trucks. 

A few states permit certain types of truck operations by 
out-of-state trucks for a short period of time or for a limited 
number of trips without payment of the regular fees or upon pay¬ 
ment of a fraction thereof. Frequently, however, such permis¬ 
sion is extended to only a limited type of truck operator; for 
example, the Arizona law, which extends the privilege of special 
30-, 60-, or 90-day permits only to private truckers transporting 
their own property. 

Some 20 states have enacted mileage taxes of one form or 
another. These taxes are calculated either on the basis of ton- 
miles traveled within the state or on a graduated fee per mile for 
trucks of varying weights, and range from 1 mill per mile on a 
5-ton truck in Michigan to 2 cents per mile on the same truck in 
Alabama. 

Then there are the gross receipts taxes. These taxes have been 
enacted by some 12 states, Arizona, California, Idaho, Indiana, 
Louisiana, Mississippi, Montana, West Virginia, North Carolina, 
Oregon, Pennsylvania, and Virginia. In the case of interstate 
transportation, these taxes are ordinarily assessed against the 
gross receipts in proportions which the mileage traveled within 
the state bears to the total mileage traveled in interstate com¬ 
merce, and range from one-half of 1 per cent in Montana to 6 per 
cent in North Carolina. 

A more recent type of levy has come into being in the form of a 
caravan tax levied on motor caravans or motor convoys. Cali¬ 
fornia, Idaho, Ohio, Oklahoma, and Texas have enacted such 
laws. The California law prohibits the transportation of any 
vehicle, whether originating within or without the state, for the 
purpose of sale, without securing a special permit for each vehicle 
so transported. It also provides for payment of two license fees 
—one for 17.50 to reimburse the state for the expense of adminis¬ 
tering its police regulation, and the other of $7.50 for the privilege 
of using the highways. 
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Use Tax .—Not only can states burden specific industries by 
means of cumulative taxation, but a new device has recently 
been utilized in the form of a “use tax,” whereby states can tax 
all purchases of interstate products. The “use tax” was enacted 
by the states as an equalizing tax upon interstate transactions 
not subject to the state sales taxes levied upon intrastate trans¬ 
actions. When the enacting state allows a deduction for sales, 
use, or similar taxes in the state of origin it is called a “ compensa¬ 
tory use tax,” and the burden against business from other states 
may be no greater than on domestic business. 

As of January 1, 1940, 15 states had enacted general “use 
taxes,” but of these only nine are compensatory in character. 
In the six remaining states the imposition of the “use tax” may 
operate as an import duty, burdening products from sister states 
and resulting in preferential treatment to domestic industries. 
These preferences are expressly set out in certain “use tax” 
statutes. For example, Oklahoma and Wyoming exempt prod¬ 
ucts of their farms; California exempts gold bullion; and Utah 
and Wyoming, products of their mines. 

Sanitary Inspection.—In addition to using their taxing power 
as a means of excluding out-of-state products, the states also 
invoke their power of inspection. The fields in which these 
inspection laws operate are many, but they have their greatest 
effect as trade barriers in the dairy, nursery, livestock, and liquor 
industries. Of foremost importance are those restrictions placed 
on milk and cream by numerous states. 

Except in the case of an acute milk shortage, Rhode Island 
requires that any milk sold in the state must be produced on a 
dairy farm registered by the State Department of Agriculture and 
Conservation. Such registration is not granted until inspection 
has been made. Milk entering the state and failing to meet such 
requirements may be colored with a vegetable coloring matter. 

Connecticut, Massachusetts, New Jersey, Pennsylvania, New 
York, Virginia, and Florida also require that milk (and, in some 
cases, cream) must be licensed or inspected by the officials of 
the importing state. In Connecticut, although out-of-state 
dairies must secure permits and submit to inspection, the Dairy 
and Food Commissioner is prohibited, by statute, from inspecting 
beyond the present milkshed area of the state except in case of a 
milk shortage or emergency. 
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Added to all the state requiremerts imposed upon the milk 
industry are those of cities which, through enabling legislation, 
are frequently given the power to impose additional health 
restrictions. Maryland, for instance, declares it unlawful to 
import into that state milk not produced, handled, or shipped 
according to standards applicable in the state and in the munici¬ 
palities into which it is shipped. 

In addition to the inspection of milk and cream, there now 
appears to be a movement among the states to include all dairy 
products within that field. Pennsylvania, Minnesota, Louisiana, 
and New Jersey forbid the importation of any ice-cream products 
unless they are registered and the manufacturer licensed by the 
State Department of Agriculture. 

In addition to these sanitary and health requirements, statutes 
have recently been enacted known as the ‘^Milk Control Acts,*' 
which regulate price and marketing practices. Today there arc 
21 such acts in existence (June 10, 1Q40). 

In most of these states a milk control board is created. In 
several the powers are vested in existing state departments, 
while four states make provision for local boards which may 
exercise limited jurisdiction within certain restricted areas, sub¬ 
ject to the supervision of the state authority. 

The powers of investigation vested in such boards are sweep¬ 
ing. This power includes the right to subpoena and examine 
witnesses, take dispositions, and examine books, records, and 
accounts of persons in the industry. It also includes the right 
of entry by members of the board or its employees for any and all 
purposes as the board may deem necessary. The boards are also 
given the authority to fix prices for milk and milk products and 
to designate and define milkshed and marketing areas. Finally, 
the boards, in administering these acts, are empowered to 
promulgate such orders, rules, and regulations as, in their 
discretion, are deemed necessary and essential for the protec¬ 
tion of the industry. In these broad discretionary powers lies 
the greatest danger of burdens and hindrances to interstate 
commerce. 

Nursery Stock .—The power of exclusion through inspection is 
by no means limited to dairy products. Horticultural products 
are almost entirely controlled, restricted, excluded, or destroyed 
by the importing state through this method. 
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Although these quarantines are very effective in preventing the 
spread of animal and plant diseases and of insect pests and have 
prevented enormous losses to agriculture, yet, because of their 
direct and often drastic effect upon trade, quarantines when 
unnecessarily applied can do great harm to the exchange of prod¬ 
ucts betwecm different parts of the United States. 

The Marketing Laws Survey found that 47 states have 
statutory inspection requirements for imported nursery stock. 
Twi‘nty-eight states require state-of-origin certificates certifying 
to the pest-free or disease-free condition of the stock. In addi¬ 
tion, practically all the states require further inspections after 
the stock has reached its destination. Every state gives to its 
Department of Agriculture, or a similar agency, some power to 
declare quarantines. Many of them are also given the authority 
to confiscate and destroy the stock. The great mass of regulation, 
however, is not in the statutory enactments, but in the regula¬ 
tions promulgated by the state agencies. 

The Marketing Laws Survey found that only six states make 
provisions in their statutes for reciprocal agreements in the plant 
industry. But such reciprocal legislation can be double-edged, 
being stated in terms of retaliation. For instance, Louisiana, in 
1938, enacted a provision which made it unlawful to ship into the 
state, sell, or handle in any manner within the state any agricul¬ 
tural plant or plant product from any state, territory, or foreign 
country which prohibits the shipment from Louisiana of any such 
agricultural or horticultural plant or plant product by reason of 
quarantine or embargo of any kind or nature. 

The Bureau of Agricultural Economics of the U. S. Depart¬ 
ment of Agriculture has summarized the flaws which exist in the 
field of quarantines and have a detrimental effect on the move¬ 
ment of agricultural products by reason of unnecessary red tape, 
annoyance, delay and expense; improper definition of the quaran¬ 
tined areas, resulting in the restrictions upon shipments from 
areas where the disease or pest quarantined against does not 
exist; lack of a real biological basis for the quarantine; and serious 
nonuniformity of regulations. 

Livestock .—The same situation prevails in the livestock indus¬ 
try. Thirty-three states require health certificates showing 
freedom from infectious and contagious diseases; others require 
tuberculin test charts, permits, and notices, in advance of impor- 
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tation. In addition to these conditions precedent to importation, 
the livestock is subject to further dual inspections when it 
reaches the state of destination, the period required before 
release varying in different states. 

A comparison of these statutes reveals a bewildering variety 
of regulation. Sometimes healthy livestock may be quarantined 
and held by the state as long as 60 days before it is allowed to be 
sold within the state. Arizona and Iowa arc typical of states 
which have such a provision. Usually, the statutes arc specifi- 
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This illustrates the effect on the shipment of cattle from Wisc onsin, by a No\Cf 
York State quarantine. 


cally directed at the elimination of tuberculosis and Bang\s 
disease. 

A specific example of a quarantine in operation will serve to 
show the effectiveness of such measures in creating trade barriers. 
On Oct. 1, 1932, the state of New York's Commissioner of Agri¬ 
culture and Markets established a Bang's disease quarantine on 
dairy cattle. It forbade the shipment into the state of all cattle, 
even if free from Bang's disease themselves, unless they came 
from herds that had been certified as being completely free from 
the disease after three successive negative tests within a year 
previous to their arrival in New York. 
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At the time the quarantine order was issued, less than 1,500 
herds in the United States could meet these standards and, 
according to public sources, none of these were New York herds. 
It practically forced milk producers to rely on upstate New York 
herds for their milk cows, even though such cattle might be 
inferior or more costly than Western cows. Previous to the 
order, the herds of Wisconsin had been among the leading 
out-of-state sources of supply, having sold on an average of over 
7,500 milk cows per year to New York milk producers during the 
preceding years. Although Wisconsin probably now has more 
herds—approximately 23,971—which meet New York require¬ 
ments than the rest of the United States combined, the market 
thus lost has never been recovered. 

Cattle Shipped from Wisconsin to New York 


1932 

9,553 

1933 

516 

1934 

888 

1935 

645 

1936 

738 

1937 

1,247 

1938 

1,073 


General Foods .—The powers of embargo are not limited to 
plants and animals, however. Three statutes authorize the 
establishment of embargoes on fruits and vegetables. Georgia, 
for example, provides that the Commissioner of Agriculture may 
declare an embargo on fruits, vegetables, and truck crops coming 
into the state if domestic products are sufficient for home markets. 
Louisiana has a retaliatory statute which forbids th(' sale in 
Louisiana of products from a state which prohibits the importa¬ 
tion of such products from Louisiana. 

Here all pretense of plant protection or tax is thrown to the 
winds and outside products simply prohibited unless they are 
needed because of domestic shortage. 

Public Safety and Morals. —Regulatory laws which operate 
as trade barriers, though enacted under the state’s power to pro¬ 
tect public morals and safety, have been found in the fields of 
liquor, insurance, margarines, general foods such as fruits, vege¬ 
tables, and eggs, commercial fertilizer, itinerant merchants, and 
motor vehicles. States, through the exercise of their powers of 
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taxation and otherwise, have succeeded in favoring home-state 
liquor manufacturers, wholesalers, and farmers. 

The same effect is achieved by laws passed in the exercise of the 
state's power to protect public morals. This is achieved by 
several different devices. At least four states, Colorado, Pennsyl¬ 
vania, Washington, and Wyoming, provide that licenses will be 
granted only to persons who are residents of the state or corpora¬ 
tions authorized to do business in the state. Others, such as 
Ohio, South Dakota, Texas, and Wisconsin, will grant licenses 
only to persons who have resided in the state for a specified 
number of years. Massachusetts grants a license to import or 
wholesale alcoholic beverages only to individuals who are resi¬ 
dents of the state, to partnerships composed of such individuals, 
or to Massachusetts corporations, a majority of whose directors 
reside in the state. 

In the field of insurance, typical examples of the restrictions 
imposed by a state upon out-of-state insurance companies, in the 
exercise of their police power, are those placed on the admittance 
of foreign corporations to do business within the state. Such 
restrictions take th(* lorm of requiring submission of reports to 
the Secretary of State and his approval before entering business 
in that state. The Secretary of State is also frequently author¬ 
ized to require deposit of bonds or securities to protect state 
residents. Another type of provision allows the Commissioner 
of Insurance or other state official to revoke the license of a cor¬ 
poration if it does not pay its losses. Capital requirements are 
also set. 

As for margarines, the states, in exercising their power to pro¬ 
tect public morals, have enacted an amazing mass of mandatory 
labeling laws which operate to penalize the sale or serving of 
margarines in competition with butter. These labeling provi¬ 
sions present a confusing picture. Some states require concainers 
to be marked, branded, or labeled, top, side, and bottom; others, 
top only; others, top and side; and still others, two sides directly 
opposite each other, etc. California requires that a retail cus¬ 
tomer be handed a statement setting out all ingredients and the 
percentage of each contained in such a product. In Minnesota 
a similar statement is required, which must also state from what 
animal or vegetable such ingredient was extracted. Approxi- 
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mately 20 states prohibit the use of margarine or butter substi¬ 
tutes in state institutions. 

Control through Grading. —What the states have done under 
their police power in the battle between margarines and butter, 
they have also done in reference to general foods, especially 
fruits and vegetables and eggs. 

The power of a state to set grades, require labeling of products, 
and prescribe standard containers is conceded, and such regula¬ 
tions can have great value in facilitating trade, preserving the 
condition of the merchandise, protecting the buyers from decep¬ 
tion, and preventing unfair competition. 

Standards are set for some 117 or more types of fresh fruits, 
vegetables, and nuts throughout the United States. The United 
States sets standards for 84 such types. California forbids the 
sale of some two dozen kinds of fruits and vegetables unless they 
meet rigid grades, classifications, and standardization require¬ 
ments fixed by the state authority. Colorado has similar legis¬ 
lation affecting a dozen agricultural products, and Montana 
specifically controls almost that many. South Dakota has a 
rigid law for potatoes; Kansas, for apples. 

Further trade barriers are erected by laws controlling inferior 
grades of products. Montana, for instance, requires all fruits 
and vegetables not conforming to Montana grades to be marked 
“Culls” or “Unclassified” before they can be sold in the state. 
California has enacted similar provisions. Although in some 
instances these measures are related to the police power, 
nevertheless, standards set unusually high prevent large 
classes of persons in the lower income brackets from buying 
such goods. 

Not only are standards and labeling requirements set out in 
statutes, but in 31 states the director of markets or a similar state 
official is empowered by law to establish the standards. In many 
such states the officers are authorized to promulgate rules and 
regulations without public hearing or notice before the grades or 
revisions of grades are established and become effective. 

The Federal government has also been active in the field of 
standards but even when states accept such Federal standards 
they do not always accept them in toto for all products, or all 
grades for any one product, but maintain special grades of their 
own in addition thereto. Montana went so far as to refuse to 
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admit produce from neighboring states even when accompanied 
by Federal certificates, until it had made its own inspection. 

Shutting Out Contractors and Laborers. —Purchasing agents 
will find interest, if not deep concern, in some of the state laws 
which restrict bids on both public and private construction made 
under contract. 

While the shipment of biiildmg materials across state lines cer¬ 
tainly is interstate commerce according to existing decisions of 
the U. S. Supreme Court, the actual erection of a building is an 
intrastate transaction. This being tiue, no existing constitu¬ 
tional principle would prevent states from enacting statutes 
with provisions that only persons qualified to eiect and equip 
buildings within the jurisdiction by having passed examinations, 
paid license fees, and received ceitificates, might be employed as 
builders of public works or even on private construction jobs. 

Purchasing agents will be particularly interested to note that, 
under sc'veral of the contractor-licensing statutes given in Table 
21 (p. 542), all who ‘‘aid or aliet” in any violations of the statutes 
are subject to the penalties provided. Architects and engineers 
who may be working wit h the purchasing department on new con¬ 
struction and equipment are required by several of the acts to 
include in invitations for bids a notice t’lat all bidders must com¬ 
ply with the construction-licensing statutes and regulations. 
Failure to comply with some of the statutes subjects the company 
getting a new building and equipment, its officers fcertainly 
including the purchasing manager in some cases), the building 
contractor, equipment contractors, architects, and engineers to 
penal tie.-). 

Not all the present laws are equally wide and harsh in their 
applications. It may be expected, however, in view of recent 
amendments in some slates, that statutes which do not now apply 
penalties widely may be altered to do so unless a change in trend 
soon appears. 

To Prevent Growth of Barriers. —^Little so far has been done to 
get rid of the state barriers to trade, much less to limit their 
growth. One privately financed organization is doing valuable 
educational work with state legislators and other officials and is 
also supplying newspapers with effective editorial material. 

Perhaps the most practical plan yet suggested is for the 
Federal government to withhold aid to states for road building 
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where the state or states affected place unnecessary barriers on 
trucks from other states. This might also be applied to products 
as well as to trucking. Relief benefit could also be withheld 
where state regulations adversely affect the exchange of goods 
across boundary lines. 

Under present rulings of the courts, it seems very difficult to 
draft legislation which would be adequate and at the same time 
would be upheld in the Supreme Court. 

Summary.—If this country were to cut its national market up 
into segments, with each segment striving to cut down imports 
from the other sections of the nation, we would soon find that a 
market no longer would exist for most mass-production goods, 
and the cost of production would increase without any commen¬ 
surate increase in the efficiency of industry. In fact, the effi¬ 
ciency would decline. Exactly the same thing that happened 
in Central Europe after the World War would happen in America, 
if the various states succeeded in excluding the products of sister 
states in order to preserve their markets for their own farmers or 
businessmen. 

If imports from sister states are a deterrent to local pros¬ 
perity, certainly in a situation of self-sufficiency we should expect 
to find all the states enjoying a maximum of prosperity, for no 
imports would be permitted. Since no states would buy from 
any other, then no state could sell its products to the citizens of 
other states. 

Michigan, with the largest share of the nation's automobile 
factories, would have to consume all the cars it produced—but it 
wouldn't produce very many. Maine and Idaho would have to 
consume all their own potatoes—and “enjoy" a somewhat 
unbalanced diet. The great grain and livestock states of the 
West with their present populations could not eat more than one- 
fourth of their products. 

California, which has less than 5 per cent of the nation's popu¬ 
lation and produces approximately 100 per cent of the dried fruits, 
90 per cent of the walnuts and canned tuna fish and canned 
asparagus, 100 per cent of the lemons, and 60 per cent of the 
oranges consumed by the nation and more than 50 per cent of 
several other important foods which find their way to the tables 
of consumers at the present time in all parts of the nation, would 
suddenly find its markets curtailed to the diminishing point. 
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Florida, with only 1.2 per cent of the population, would find 
itself with 55 per cent of the grapefruit and a large fraction of the 
fresh winter vegetables of the nation, drugging its markets. 
Wisconsin, which, with 2.4 per cent of the population, is the 
nation^s largest producer of dairy products, including ch(K'se, 
canned milk, and butter, and produces far more than its relative 
proportion of many other commodities, would be deluged with 
surpluses in these lines and would suffer fron> shortages in others. 
Texas, California, Oklahoma, and Kansas wouldn't need a 
quartci of their present oil wells and refineries. 

SUMMARIES OF STATE STATUTE PROVISIONS 
BY SELECTED CATEGORIES 

TOTALS 


MOTOR VEHICLES 30 1 

PRODUCTS 20 9 

OLEOMARGARINE 

LIVESTOCK-GENERAL FOODS I 30 

NURSERY STOCK >45 

LIQUOR I2S 

USE TAXES ■■■■ 109 

GENERAL PREFERENCES I I 3 

COMMERCIAL FISHING H 35 

INSURANCE 69 


1409 

Summary of ntate statutory pn»viHionH for Hi'lcrtcd ratCROiics. 

And SO on; we could call the role of the states, and every one 
would be in a condition of the most extreme business d(‘pr(\ssi()n with 
the majority of people much poorer,—but why ? Surely, one hi^ars, 
someone benefits by measures which are aimed to k(‘ep the prod¬ 
ucts and businessmen of other states out of a stat(‘’K markids. 
The answer seems to be that a small favorc^d group gains by such 
measures while the mass of the citizeniy loses. 

Prosperity for the great majority of producers and consumfMS 
can be achieved not by trade-barrier laws, but by free (*xchang(^ 
of goods across state, county, and municipal boundaries. In 
this w^ay production of various goods will tend to take place in 
the states which have the relatively greater natural advantages 
for each type of product. Through exchange and trade all th(‘ 
people in the other states get the benefit of this greater (‘ffi- 
riency, so all have more. 


Table 21 . —Contractor Statutes of the Several States as of January 1 , 1940 
Prepared for the N.A.P.A. by Dr. C. M. Updegraff, in the Bulletin of the National Association of Purchasing Agents 
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The only restrictions that are warranted are those which pro¬ 
tect the public health and safety, and they are not justified 
because of their prosperity-giving powers. They do restrict the. 
national prosperity to some extent, but their benefits in prevent¬ 
ing disease and injury may outweigh their harm as trade barriers. 
All other barriers to interstate and intercommunity trade hurt 
the nation more than they help it. The way to prosperity does 
not point in that direction, but in the opposite one. 

Despite the examples furnished us by nations in other parts of 
the world, state and municipal barriers to free trade within the 
United States have been on the increase in recent years. A con¬ 
structive work for those interested in the consumer movement 
would be to break down these barriers. Consumer education 
could well devote itself to an investigation of these barriers and 
of the effect they have on the cost of living. 

Much of the foregoing was taken from testimony offered before 
the Temporary Economic Committee at Washington during 
April, 1940. The attention of members of both branches of 
Congress have been called to the conditions, which will require 
Federal legislation to remedy. But at this writing no legislation 
on the subject seems to be under serious consideration. 
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QUESTIONS AND PROBLEMS 

CHAPTER I . 

1. At what stage in the development of American business was 
discovered and realized that everyone’s welfare was enhanced by the 
businessman? 

2. What was the first source of progress toward acquiring business 
information through recorded experience? 

3. During which decade did the schools of business, which gave instruc¬ 
tion on the college level, come into existence'.? 

4. Give six questions that indicate the very base of manufacturing 
success. 

5. Summarize briefly one of the very first studies of sales potentials that 
was applied to the actual sales of several companies. 

6. According to the authors, what constitutes the business of the world? 

7. Name seven classifications of basic services. 

8. In which one of the foregoing classifications do the authors place 
marketing? 

9. In which classifications of services is advoi-tising used most 
extensively ? 

10. Dentists have proposed a cooperative advertising campaign in which 
ethical dentists would join. Discuss the problems involved. 

CHAPTER II 

1. Defire product analysis. 

2. What IS the probability of success in the magazine publishing field? 

3. Mention a product originally advertised to one sex only but now 
advertised to both sexes. 

4. How did General Electric conduct its study to determine the effect of 
weather on sales of electric fans? 

5. Why is it doubly important that an advertised product be as nearly 
perfect as possible before it is placed upon the market? 
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6. Name three products that you have found distributed through 
unusual retail outlets. 

7. What is usually the chief factor in determining the quality of a 
product? 

8. With what types of goods does quality add little to value? Make a 
list of such products. 

9. What term is more likely to be descriptive of what consumers seek 
than merely fine workmanship and good materials? 

10. How would you find the dates to advertise the opening season for 
straw hats? 


CHAPTER III 

1. What are the two usual ways of conducting a market investigation? 

2. Before conducting a market investigation, what is the first thing to do? 

3. What is the chief problem in writing questions for a questionnaire? 

4. Name five guiding principles that should be observed in writing 
questions for a questionnaire. Write a question for each that violates the 
principle. Immediately following, rewrite the question so that it conforms 
to the guiding principle. 

5. Make an interview questionnaire to determine whether an advertising 
campaign for canes in college papers might succeed. For a day's excursion. 

6. Suggest a question that asks for information that the one interviewed 
cannot give with accuracy. 

7. Why should salesmen not be employed for impartial market investi¬ 
gations? 

8. How many interviews are necessary to secure an adequate statistical 
sample? 

9. What is one of the chief requirements of the order-of-merit system in 
rating advertisements? 


CHAPTER IV 

1. What is a simple and widely accepted definition of a market? 

2. Make a list of some of the more important considerations that play a 
part in determining what a group of people will buy or refuse to buy. 

3. Suppose an old customer (distributor) suddenly begins to buy a great 
deal more of a given product. What may be the significance of such a 
situation? 

4. Define the term “market index." 

5. What are some of the uses of a market index? 

6. Make a list of types of goods consumed in proportion to the 
population. 

7. Name five instances in which a single index would be highly accurate. 
Arrange two columns. In the first column list the product and in the second 
column, the index. 

8. Make a market index that would reveal the comparative sales poten¬ 
tials for an encyclopedia in several different states. 
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CHAPTER V 

1. What is meant by the establishment of a distribution policy? 

2. What are some of the more important provisions that a manufacturer 
should include in an exclusive agency contract with a wholesaler or retailer? 

3. Name five of the provisions for an exclusive automobile agency con¬ 
tract. Also, for an exclusive agency for paints 

4. Name five types of products frequently sold \;iider exclusive contract. 

5. With what classifications of goods arc exclusive agencies the 
exception ? 

6. Under what circumstances are machines frequently leased rather than 
sold? 

7. Which type of product is leased to a greater extent than any other? 

8. What w’as formerly the most important reason for consignment 
selling? 

9. Docs wholesalers’ consigned stock repn-sent an inventory for the 
wholesaler or for the manufacturer? 

10. What two important trade practices are credited to Isaac Singfv' 

11. What is the general principle of selling by installment? 


CHAPTER VI 

1. Name five qualifications that should be observed in selecting an 
article to be sold by mail. 

2. In which field of distribution does one find the greatest number of 
catalogues? Industrial or consumer? 

3. What types of products will probably always be sold by direct 
solicitation? 

4. About what percentage of manufactured goods is sold directly to the 
retailer? 

5. Name a few of the disadvantages in selling the retail trade direct. 

6. Define a super market. Do you know striking exceptions to the 
definition given in this chapter? 

7. What are the advantages claimed for super markets? 

8. What is the chief expense of most grocery stores? 

9. Why was the llobinson-Patinan Act enacted? 

10. What is the idea behind the various state laws assessing taxes against 
the chains? 

11. Are state chain-store taxe.s for the benefit of the people of the state as a 
whole? 

12. What are the three distinct classifications of department lessees in 
department stores? 

13. Name throe reasons for leasing a department in a department store. 

14. Name three arguments that may be offered to rebut each of the fore¬ 
going reasons. 

15. What change in selling methods should result in great economies in 
manufacturers’ selling costs? 
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CHAPTER VII 

1. Under what circumstances do the services of a wholesaler become 
(^ential? 

2. What are the distributive functions, whether performed by the 
producer or by intermediary selling agencies? 

3. What services are rendered by the wholesaler's salesiiian in addition to 
selling? 

4. What is meant by selective wholesale distribution? 

5. If a dealer makes a 33H per cent mark-up on cost, what is his gross 
margin? 

6. What mark-up on cost should a wholesaler make in order to provide 
for a gross margin of 10 per cent? 

7. Name a few products that are sold directly from manufacturer to 
consumer. 

8. Why are products, such as mentioned in question 7, sold directly to 
consumers? 

9. What are the three main channels for distributing manufactured 
goods? What arc the principal exceptions to these channels? 

CHAPTER VIII 

1. Who were among the first advertisers to build up a market by 
advertising? 

2. What are the four classes of merchandise when goods are considered 
from the sales angle? 

3. What are some of the difficulties encountered in selling such products 
as nails in an inelastic market? 

4. What were the original loss leaders? 

5. How are branded convenience goods usually distributed? 

6. Name five products for which there have been cooperative advertising 
campaigns by competitors. 

7. What is meant by vertical cooperative advertising? 

8. What is the basic idea of communicating sales messages to consumers 
by and through the retailers who supply them ? 

9. Give an outstanding advantage of store demonstrations. 

10. Name several dealer tie-ups. 

VI. Interview severat deaXers, and report on wliat tlvey consider eftectWe 
dealer helps. Note: This may be a written assignment. 

CHAPTER IX 

1. Name a few of the duties of the advertising manager. 

2. Suggest how you would go about the task of selecting an advertising 
agency. 

3. Upon what services is agency remuneration based? 

4. What is an outstanding criticism of the agency commission system? 
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&. With which clauification of merchandise is the guaranty the most 
effective and the most troublesome? 

6. What is the difficulty involved in guaranteeing a product like baking 
powder? 

7. What is the purpose of the guarantee? 

8. Name five reasons for bringing out new products under a widely 
accepted trade mark. 

9. Name a line of branded food products in the market that you know 
best that has only its leader advertised. 

10. What are the present policies for guaranteeing (a) automobiles; (b) 
watches; (c) house refrigerators; (d) automobile tires? 

CHAPTER X 

1. What are the three fundamental ways of protecting the good will of 
a business? 

2. What rights are given the owner of a patent? 

3. What are design patents? 

4. What is a copyright? 

5. What is the primary purpose of a trade-mark? 

6. Give an example of a trade-mark which is also a trade name. 

7. Suggest five requirements of a good trade-mark. 

8. Which type of brand lends itself to the highest degree of aggressive 
selling and advertising? Individual or blanket brands? 

9. What determines ownership of a trade-mark? Of a patent? 

CHAPTER XI 

1. What is a private brand? 

2. May a wholesaler or retailer remove the manufacturer’s brand and 
place his label in its place? 

3. In the case of private-brand merchandise, is the ultimate consumer 
the manufacturer’s customer? 

4. Distinguish between margin and profit. 

5. Why do private brands find favor among distributors? 

6. What difficulty would present itself if the government attempted to 
establish quality standards for such products as foods, drugs, fabrics, and 
other household supplies? 

7. Does the U. S. Patent Office register grade brands or labels? 

8. YThat is a common dealer objection to the nationally advertised 
Y)Tand? 

9. Hand in a list of private brands. Opposite each private brand, hat 
the name of a national brand of a competing product. 

Note: A class problem. Could also be made a more elaborate project by 
mounting actual labels. 


CHAPTER XII 

1. What is the nghi price? 

2. Discuss market flexibility. 



552 Marketing Policies 

3. Mention a few types of products that you consider of low market 
elasticity. 

4. What types of products have highly elastic markets? 

5. What are the principal differences in pricing for a flexible and for 
an inflexible market? 

6. What has been one of the chief factors that caused the rapid growth 
of the automobile? 

7. What invited competition after the Gillette safety razor had been 
firmly established? 

8. What conditions influence the sale of by-products that do not pertain 
to the main product? 

9. Name three bases, besides the amount of investment, that are some¬ 
times used for calculating profit. 

10. By what formula is ChurchiH’s price theory expressed? What are 
its general limitations? 


CHAPTER XIII 

1. What is one of the elemental price policy decisions that must always 
be made? 

2. To what should quantity discounts have a definite relationship? 

3. What is the average life of an independent grocery store? 

4. What kind of competition is said to be the worst of all competition? 

5. Under what circumstances may a price structure become highly 
involved? 

6. What is a cumulative quantity discount? 

7. Name seven arguments in favor of quantity discounts. 

8. Name seven arguments in favor of a onc-pricc policy. 

CHAPTER XIV 

1. What was the first Federal law passed specifically to regulate trade? 

2. When was the Federal Trade Commission Act passed, and what was 
its purpose? 

3. When was the Clayton Act passed, and what was its purpose? 

4. At what was the Robinson-Patman Act of 1936 primarily aimed? 

5. What was the purpose of the Miller-Tydings Act of 1937? 

6. What was the purpose of the Whccler-Lea Act of 1938? 

7. What is meant by price maintenance? 

8. What are the chief duties of the Federal Trade Commission? 

CHAPTER XV 

1. Name five claims made for premium advertising. 

2. What is a premium? 

3. With which classification of goods are premiums most commonly used? 

4. Approximately what percentage of the premiums used are for the 
purpose of facilitating the distribution of goods rather than for the purpose 
of influencing consumers? 
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5. How can a premium plan be used to inform the manufacturer of the 
disposition made of bis goods by wholesalers? 

6. Name several specific purposes for using premiums. 

7. Name several types of premium offers. 

8. Discuss the accuracy of the statement: Premiums are not something 
for nothing, but something in place of nothing. 

CHAPTER XVI 

1. Is it true to say that the package is a part of uii advertising campaign? 

2 What conditions should be studied before a package is designed or 
redesigned? 

3. What is the ideal method of testing a packs ge? 

4. Name a difficulty frequently encountered by the industrial designer. 

5. What package problem can be attributed to the growth of super 
markets? 

6. Suggest a guiding principle of procedure that should be followed in 
selecting the package material. 

7. Who decides ultimately what is the most'appropriate size or sizes for a 
package? 

8. What detail is frequently overlooked when designing a package? 

9. What is the weakness in using a container for a package with the idea 
that the container will have other uses when empty? 

CHAPTER XVII 

1. In which field of merchandise does sampling find its greatest value? 

2. Why is it extremely important that the sample give satisfaction to the 
consumer? 

3. How was Beech-Nut bacon sampled? 

4. Who are the most active users of samples? 

5. By what method are breakfast foods usually sampled? 

6. What is the size of the sample of coffee distributed by Hills Brothers 
when opening up a new market? 

7. How does White Rose tea increase distribution? 

8. What sales promotion effort is closely allied to sampling? 

9. Name several different methods of sampling. 

10. Why do druggists like to have small packages of advertised cosmetics 
sold in variety stores, when druggists refuse to handle those small packages? 

CHAPTER XVIII 

1. What is a sales forecast? Wliy is it so important? 

2. What Is one of the first steps taken by a manufacturer in making a 
sales forecast? 

3. Name some businesses that generally run counter to the business 
trend. 

4. What business indicators may be used other than the more compre¬ 
hensive curves of general business activity? 

5. Name four ways of establishing an advertising appropriation. 
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6. Name five items that, according to the text, should not be included 
in the advertising budget. 

7. What signs have been found to mark the advanced stages of business 
depression? 

8. Where should the greatest sales and advertising effort be directed? 

CHAPTER XIX 

1. How was dealer distribution secured for DrS.no? 

2. How were wholesalers influenced to stock DrSno? 

3. What has always been the price-maintenance policy of the Drackett 
Products Company? 

4. In modem marketing procedure, does advertising precede or follow 
dealer distribution of the product? 

5. What were the laboratory specifications on Windex? 

6. Why is it that trade margins can be figured rather accurately by the 
manufacturer even though he does not control the retail price? 

7. Why was it so difficult to introduce Cellophane? 

8. Who was the first user of Cellophane? 

9. By consulting the Standard Rate and Data Service, give the approxi¬ 
mate cost of the first Windex campaign. 

CHAPTER XX 

1. Why is the United States called an industrial nation? 

2. Why, according to the census figures, is the total wholesale business 
of the country considerably in excess of retail sales for the country as a 
whole? 

3. Why is it that the industrial distributor has little resemblance to the 
class of wholesalers generally recognized by that term? 

4. Name five products that are purchased as often from industrial dis¬ 
tributors as from the producers. 

5. What percentage of the goods in the industrial field are sold direct? 

6. What types of goods are usually sold direct from producer to user in 
the industrial field? 

7. What company has received a great deal of collateral advertising in 
the industrial field? 

8. What functions are performed by the commodity exchanges in addi¬ 
tion to futures sales? 

9. Can you name other manufacturers" products besides dry ice, that 
require numerous manufacturing plants? 

CHAPTER XXI 

1. To enlightened management, what will determine the prosperity of 
the business? 

2. Distinguish between propaganda and publicity. 

3. Why is public-relations work becoming more and more necessary 4 

4. What is the very essence of press agentry? 

5. Distinguish between “free publicity” and stunt advertising. 
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6. What is the usual procedure in present-day product publicity? 

7. What may handicap industrial publicity? 

8. How is it possible for publicity to serve a firm better than advertising? 

CHAPTER XXII 

1. According to the text, just what is the consumer movement? 

2. What, during the period 1900 to date, have been instrumental in 
stimulating an interest in a higher standard of purHy fur all foods? 

3. How may the muckraking books at the close of the twenties be 
described? 

4. What organizations established thousands of stores on a modified 
cooperative basis during the hard times of the early seventies? 

5. What, during the depression years, had a tendency to encourage the 
consumer movement,” as it is now called? 

6. There is a prodigious amount of printed matter devoted to instructing 
purchasers about products they buy and ho^ best to use them. Where 
does most of this reading matter appear? 

7. What difficulties stand in the way of informative labeling? 

8. Name several organizations in the consumer movement. 

CHAPTER XXIII 

1. What is the purpose of the Traffic Audit Bureau? 

2. Who controls the Traffic Audit Bureau? 

3. What research organization is known ft r its checking of the popularity 
of radio programs by the coincidental method? 

4. What do the Nielsen reports show? 

5. What important field work in radio research is done by Crossley, Inc.? 

6. What information is revealed by the L. M. Clark magazine service? 

7. What arc the objects of the L. M. Clark newspaper service? 

8. What is the principal function of Media Records? 

9. What are the principal services offered by the Daniel Starch 
organization ? 

10. What information may be secured periodically from the Publishers’ 
Information Bureau, Inc.? 

11. What is the function of the Audit Bureau of Circulations? 

12. Describe the Psychological Corporation's Brand Baromete»'? 

CHAPTER XXIV 

1. Mention some of the advantages of unimpeded trade. 

2. What ip a trade barrier? 

3. Under what four categories of state powers have the state trade 
barriers been enacted? 

4. Into what three main groups may the state-barrier types of taxes be 
roughly divided? 

5. What was responsible for giving the states complete freedom to deal 
with the sale of liquor? 
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6. What action to interfere with interstate trade has been taken by the 
dairy states? 

7. What action to interfere with interstate trade has been taken by the 
Southern nondairy states? 

8. How do motor-vehicle laws interfere with interstate trade? 

9. What is being done to prevent the growth of barriers to interstate 
trade? 
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THE MARKET INDEX AS USED BY CLUETT, PEABODY AND 
COMPANY, INC. 

In the followinfi; paragraphs are a description and explanation of the market 
analysis made by the manufacturers of Arrow shirts, ties, underwear, etc. 
In this the multiple correlation is used, but with many more factors in the 
index than in the example in the text. This also involves weighting. That 
is, if one factor is regarded as more influential than another, an allowance 
is made for the difference. For example, among the 20 factors and more 
are apparel sales and income-tax returns. If the former were regarded as 
twice as influential as the latter in ''stablishing sales potentials for shirts, it 
would be doubled in value. Suppose there were 100 income-tax returns in 
trading area A and 200 in B, with apparel sales equal in each district, then 
the weighting of the apparel sales would negate the larger number of income- 
tax returns in area B. Where sufficient data are available, it is possible, by 
statistical methods, to get a fairly exact relationship of the different factors. 

But to give an adequate presentation of multiple correlation would 
require several chapters of a treatise on statistics. So the authors are leav¬ 
ing the discussion of methods to the statisticians. In the following discus¬ 
sion, the topic is presented as Cluett, Peabody and Co., Inc., presented it to 
their salesmen. 

Arrow’s Marketing Problem. 

With the realization of the importance of market research to our business, 
we set out some years ago to make a complete analysis of our company's 
distribution. We wanted to know accurate answers to the following ques¬ 
tions that pu;<zled us. 

1. How much all-brand shirt business is done in the United States? 

2. How much of the general business is Arrow? 

3. How fast has the Arrow business grown in relation to the general shirt 
business? 

4. How can we determine as accurately as possible the potential shirt 
market for each sales office, each salesmen’s territory, and each town of a 
population of ten thousand or over within each man’s territory in order to 
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have a common yardstick to measure Arrow’s own accomplishment in each 
category? 

5. What, if any, relationship exists among direct-mail, window-display, 
local-advertising, and national-advertising impressions, in their effect on 
sales? 

6. What exclusive statistical material can Arrow provide its salesmen 
regarding the market each man covers and its future potentialities? 

7. What material on individual markets can be supplied to retailers to 
help them ascertain their position in a city or town in relation to the town's 
total potential? 

8. By what means could a salesman be able to sec at a glance every strong 
and weak spot in his territory—and, furthermore, determine how strong 
and how weak? 

With our specific problems set clearly before us, we followed the most 
scientific statistical procedure in getting our data correlated and in working 
order. 

Procedure. 

Our first act was to separate the known factors from the unknown. We 
knew, for instance, that the total shirt business for the United States could 
easily be obtained from the census of distribution. However, we did not 
know, and no one knew, the exact percentage of the total shirt business 
attributed to each city and town in the United States. We, therefore, pro¬ 
posed to find this all-important factor by developing a percentage of the 
United States' total for each town, by combining known factors of the town 
that were particularly pertinent or relative to shirt sales. 

Method. 

In our calculations, we correlated no less than twenty-five factors, some of 
which were: retail sales distribution, income tax returns, apparel sales, value 
of manufactured products, population, literate white population, spendable 
income, and magazine circulation. By various weights assigned to each 
factor according to its relative importance to our market, we arrived at a 
composite index number with an average deviation of less than 1 per cent 
for each city and town of a population of ten thousand or over, as broken 
down by states. 

Since only the retail sales of the total shirt business for the United States 
is given in the census of distribution figures, we applied each town index to 
this total, thus pro-rating among all cities and towns every dollar spent on 
shirts (work shirts excluded) in the United States. 

In order to substantiate our estimates, the Gallup field organization tabu¬ 
lated all the retail-shirt sales of every store in the test towns, from major 
cities to small towns in all parts of the country. The character of the test 
towns varied from labor industrial centers to white collar capital cities, from 
high literate ratings to low literate ratings. Thus a broad sample was 
obtained. Although the findings of the research staff did not coincide with 
our dollar estimates of all-brand shirt retail sales, our index percentages for 
each town were found to be correct in each town tested. Therefore, on a 
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relative potential basis, the dollar and cents estimate of all brands of shirts 
could be varied up or down to any degree by a constant; yet, percentagewise, 
the proportions would be the same. 

Determining Territory Potentials. 

Statistical bureaus have pointed out that there are approximately 626 
principal trading centers in the United States, each offering a variance in 
sales potentialities—and each a trade attraction to its hinterland area. 

The ideal sales setup would have an equal distribution of potential sales 
territory uniformly distributed among all salesmen. Obviously, geological 
boundaries, routes of communication, and logical trading areas make such 
an arrangement practically impossible. Therefore, the next best control for 
sales management is to find out the exact potential existing in each man's 
territory so that erroneous opinions will not be made in weighing one sales¬ 
man's accomplishments against others. Market research supplies this 
yardstick. 

Having shown already how we developed an index for each town and city, 
our next problem, in order to make our analysis applicable to our present 
salcB-territorial setup, was to ascertain the potential of each salesman’s 
territory as an integral whole. 

First we allocated each city and town in each man’s territory by counties. 
Wherever we had two men both going into the same borderline county, we 
divided the county proportionately according to the potentials of towns and 
cities covered by each man in that particular county. We used the county 
as our measuring unit because it is the smallest political boundary for which 
statistical material is provided by the census. 

After each county in the United States had been allocated to some one 
salesman, the percentage potentials of each county were added together, and 
thus we derived a total potential for each salesman, along with our previous 
estimate for each of his respective cities and towns with a population of 
10,000 or over. 

Practical Uses of Market Research. 

No better explanation can be made for using this material and the type of 
result to be obtained from it than the method employed by one of our own 
Arrow salesmen as recorded in the following letter: 

Gentlemen: 

I want to take this opportunity to let you know how much I appreciate 
and how helpful it has been to me in my sales record, your breakdown of the 
sales performance in the cities of 10,000 and over. 

Sometime ago, you published a bulletin showing the percentage we should 
do in each city, according to population. This was very helpful to me, and 
I am going to cite you two instances where it has helped the sales of our 
product. 

In the city of-, there was an old arrangement and our percentage in 

this city was under par. Whenever this particular account was approached 
on a break-up of the arrangement, he immediately hit the ceiling and there 
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was nothing we could do peacefully about it; however, when I had your 
figures, 1 took them into the merchandise man and explained to him the 
proposition, and that his city would have to come up to these figures. 

After he reviewed these figures he saw our point in a different light, and 
we immediately sold two more accounts in that city, and the business in the 
city of-has almost trebled itself. 

In the city of-, wc had a confined arrangement to two accounts, and 

these accounts would not listen to us selling anybody else, until I showed 
them the figures where their city was under par and it was necessaiy' to bring 
the percentage up to average. After seeing the figures, both of them took 
an entirely different attitude in the matter and allowed me to sell two other 
accounts in the city. 

Needless to ti'll you that these cities today are way above our average. 

1 thought you may like to have this information for your own use, just to 
let you know' the results your system has obtained in iny territory, and I 
w'ant you to know that I am very grateful for it, and hope you continue to 
send me all the statistical information you have at any time. 

Very truly yours, 

Intelligent use of market research, as illustrated by this man, should pro¬ 
duce exceptional results in develojung a territory. Market Research figures 
supplied to you should be used judiciously, with a sales plan or point behind 
them, it is of little value merely to show these statistics to an account and 
let it go at that. 

What Is the A & M Plan? 

The new advertising and merchandising plan, called the A & M plan has 
evolved from our Market Research studies. It is the name we have given 
to our new mode of scientific selling w'hich embraces and coordinates all 
phases of advertising, market research, related-item selling, and merchandis¬ 
ing in one planned program, all aimed to facilitate dealer sales of Arrow 
merchandise. 

Market Research, an integral part of your A & M plan, should be as 
familiar to you as a staple style number, or form 44. Form 44, while it pro¬ 
vides sales figures this year compared w'lth last year, w'ith the percentage of 
increase or decrease, is merely a sales-accounting record. 

Market Research goes a step further in that it will help each salesman to 
rate hi.s own accomplishments against the office average or against the 
rnitcd States' average. It also provides a potential to shoot at and, accord¬ 
ingly, a comparison of present Arrow shirt sales with that potential. By 
referring to these comparisons for sales in every town, strong and weak 
towns, wuth the degrees of strength or weakness, can be ascertained. Thus 
a salesman can intelligently plan his sales program and concentrate his time 
and energy where it will do the most good. 

How to Use Market Research for Opening New Accounts. 

Each w^eak city that shows up in a territory should be investigated immedi¬ 
ately. For instance, if a town is below par and there is an opportunity, and 
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you consider it advisable, to open up one or more reputable new accounts 
Market Research figures should be shown to present accounts, stressing the 
fact that the amount of Arrow business done in the town is below par. (Par 
is the percentage of Arrow to all brands for a territory, sales office, or United 
States average. Below par means below percentage of performance of all 
three—territory, office, and United States' averages.) Explain that either 
the present accounts will have to absorb the differential or else new accounts 
will have to be opened. Nine dealers out of ten would see the logic of such 
a proposition and amicably agree to further Arrow expansion. By the same 
token, Market Research may be used to refuse accounts, where distribution 
IS satisfactory at present. 

How to Use Market Research to Develop Old Accounts. 

For the most part, Market Research is most helpful in developing old 
accounts that are not pushing Arrow to the extent to which they might. By 
showing a dealer that his store has a low percentage accomplishment, in 
relation to the potential business in his own town or as against other dealers 
in towns the same size or as against the office average, you awaken his inter¬ 
est. If a buyer, merchandise manager, or owner of a store can be convinced 
of the great Arrow potential that exists, and you point out to him how he can 
gain a large number of new customers by carrying a more complete Arrow 
line and by featuring Arrow in window displays, direct mail, and local adver¬ 
tising, ‘he will most certainly increase his present stock of Arrow. 

On the other hand, if you can show the dealer the consistent steady growth 
of Arrow in his city as compared to his own declining furnishing sales (if that 
is the case) he will surely wake up to the fact that Arrow is the product he 
should push in his store and make his business grow with Arrow's general 
consumer acceptance. 

Warning. 

On explaining your market research findings to dealers, do not make the 
statement that Arrow potentials are based solely on the population of a town. 
While population has its influence, it certainly is not the governing factor. 
For instance, you may take fifteen cities with a population of ten thousand 
and over, and find a great variance in potentials because of external influ¬ 
ences not registered by population statistics. 

Scope of Market Research. 

In every sales analysis one finds two sets of controlling factors—external 
and internal. External relate to such things as markets and business condi¬ 
tions; that is, ])henomena outside Cluett, Peabody's control, but subject to 
study and analysis. Internal factors cover our own activity in the sales field 
—the most positive being our past sales experience in each territory. 

Many large companies base their quotas and analyses on past soles per¬ 
formance—either entirely or in great part. This method is generally con¬ 
sidered the simplest and sometimes the most desirable. The facts are 
backed by tangible evidence and the system may work “after a fashion.” 
In the analysis of Arrow's markets, however, we considered a correlation of 
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both past performance and market potentialities. Past performance used as 
the sole index gives only the efficiency of a given part of the sales force, or 
shows up high sales perhaps due to intensive local or national advertising or 
low sales for opposite reasons. It is, therefore, practical that a true sales 
quota should be made up on the basis of market potentialities plus company 
actualities. The chief reason should be to bring the efficiency of the sales 
force into line with the market, rather than the market into line with our past 
sales. If our analysis were based solely on the cnteria of sales over a period 
of years, we would determine only what the sales force has done before—not 
what ought to be done now and in the future on the basis of potentialities 
existing in the market. 
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WHOLESALERS' SALESMEN MAKE 7.6 + 
HARDWARE STORE CALLS DAILY!* 

Ask the average hardware dealer how much time a hardware wholesaler's 
salesman spends, on an average, making each call and how many calls a day 
the average jobber's salesman makes and he would probably be at a loss to 
answer the questions. Yet the answers to these questions have a direct 
bearing on the operating costa of all branches of our industry. Lower cdfets 
per call mean lower overhead for the wholesaler. Lower overhead for the 
jobbers permit further expenditures for the improvement of delivery and 
shipping services. 

Data supplied by 100 wholesale houses, in all parts of the United States, 
employing a total of 1485 traveling salesmen (see schedule A) indicate the 
average number of calls per man, per day, is 7.6 plus, the average call taking 
one hour and 15 minutes. The average salesman calls on his prospects and 
customers at least once in 12 business days. Fifty-five of the 100 houses 
have their salesmen make calls but five days a week, 15 houses have their 
men make calls five-and-one-half days each week and 22 houses have their 
men make calls six days a week. 

Reports from 93 wholesalers employing 1422 salesmen indicated these men 
make a total of 10,811)^ calls a day, or an average of 7.6+ calh. a day (see 
schedule B—^page 569). Eighty-seven houses reporting on the length of the 
average call, stated that their 1349 salesmen made calls averaging one hour 
and 15+ minutes (schedule C—page 570). Calls are made on each prospect 
or active account on an average of once in 12 + business days by 1458 sales¬ 
men employed by the 98 houses which reported on frequency of calls (sched¬ 
ule D—page 571'. 

Differences in territories covered by the different houses and by the indi¬ 
vidual salesmen are, of course, governed somewhat by the distances between 
each call. Four wholesalers employing a total of 36 salesmen reported that 
each of their men averaged but three calls a day. The largest average 

‘ By Kenneth A. Healc, associate editor, Hardware Age. Reprinted from 
Hardware Age, May 18, 1939. 
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number of daily calls was that of a distributor employing eight salesmen, 
each of whom averaged 30 calls a day. 

The length of the average call per man varied from 25 minutes to four 
hours per store. As to over long calls, the sales manager of one mid-western 
wholesale house places part of the blame on the dealer and part on the 
shoulders of the salesmen. He says, '^It seems that most retail hardware 

Schedule A.— Number of Salesmen Per House 
100 Houses Reported a Total of 1485 Traveling Salesmen 
Column A indicates number of houses 
Column B indicates number of salesmen for each 
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merchants are in the habit of unnecessarily taking up quite a good deal of 
th^ salesmen’s time. Then again the salesman having become accustomed 
to this situation has a lot of jokes and other routine which, in my opinion, 
is not necessary.” 

The necessity of ^Moubling back” to get the attention of a retail store 
owner or buyer is, in some instances, responsible for a low number of calls 
per day. Doubling back consumes a tremendous number of hours in the 
course of a week. While 55 houses reported that they had no complaints 
of this nature, nine distributors complained that this was a trouble encoun¬ 
tered by their men, and one house stated that this often happened. One 
distributor reported that ”doubling back” was a frequent occurrence met 
with in city stores, and 34 wholesalers indicated that while this did not happen 
constantly, they had received complaints on that score from their men. 

While wholesalers gave the hardware dealer a pretty good bill of health as 
to calls that involve doubling back, they did complain of another time-wast¬ 
ing factor encountered in some stores—that of making the salesmen wait for 
unnecessarily long periods to see the proprietor or buyer. Says the president 
of an eastern wholesaler regarding ”dou>)ling back” and "unnecessary 
waiting,” "Of our five outside salesmen three report that no doubling back 
is necessary. Our men send out a call postal card indicating when they will 
call, giving the day and the time. Thus they do not have any great difficulty 
along this line. We have one dealer who is insistent that he have a call card 
from the salesman, advising him what items the salesman intends to talk to 
him about. The dealer then checks on those lines and knows exactly what 
he wants to buy when the salesman arrives. For his regular fill-in orders 
this dealer keeps a want schedule so that he can quickly tell what he needs to 
order. This system benefits both the dealer and the salesman who calls 
on him. 
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Whether we like it or not, there is in every kind of business a certain type 
of buyer who feels it necessary to impress the salesman with his own (the 
buyer's) importance. My candid reaction to this type of buyer is that he 
loses more than the salesman does. In failing to create good will he loses 
the opportunity to purchase the best bargains. If there is a delivery prob¬ 
lem such a dealer is one of the people whose order is kept at the bottom of 
the list." 

A southern wholesaler, whose men have no complaint on “doubling back," 
says, "Salesmen advise us that considerable time is lost when they have to 
wait and see buyers who keep them waiting while they attend to matters that 
could be just as well delayed until the salesman has left the store. Con¬ 
sideration of the salesman’s time, by buyers, would be a very valuable aid to 
the salesmen." 

An eastern wholesale executive says, "Our salesmen complain of having to 
double back in their tracks to get the attention of buyers only in the ineffi¬ 
ciently operated stores. We would suggest that each dealer arrange a definite 
time for salesmen to call—a time which would be convenient to both the 
store and the salesman At the present time 90 per cent of our dealers 
follow such a plan to the satisfaction of both the dealer and our salesman." 

An executive of another eastern house says, "Our salesmen will not 
‘double back ’ unless there is a particularly good reason for doing so. When 
the salesmen cannot see the buyers they try to contact them on the tele¬ 
phone, unless their routes are so arranged that they can repeat the call when 
on their return to headquarters by way of that particular town." 

A mid-western wholesaler tells us that, ‘ ‘doubling back’ and wasting 
salesmen’s time are very common complaints. Very often a merchant wastes 
a salesman’s time by keeping him standing around when the dealer could just 
as well talk to the salesman—if only for a few moments." Another whole¬ 
saler in the same state compliments dealers by saying, ‘‘There are very few 
complaints of this nature because the average dealer realizes the value of the 
salesman’s time." 

Interesting arc the comments on these two problems as made by the 
president of a western wholesale house. He says, "City salesmen are fre¬ 
quently asked to come back at a later time. This rarely happens to salesmen 
calling on country accounts. The greatest loss of time to our salesmen 
visiting hardware stores in the country results from frequent interruptions 
of the sales interview when the buyer or proprietor stops to wait on customers 
or to visit with his friends." 

While his salesmen do not have to "double back" another eastern jobber 
states, "They often have to wait for long periods while dealers chat with 
customers." Another eastern di.stributor s sales manager says, "I think the 


dealer could be a little more thoughtful as to a traveling salesman's time. 
I don’t believe there are any buyers who intentionally waste the time of the 
salesman. However, in some stores the salesman must wait for everything 
else to be attended to before the buyer gives him any attention." 


The president of a far-western wholesale house says that some of his sales¬ 
men complain that some dealers waste too much of their time. "In other 
words," he says, "these dealers fool around and don't seem to realize a 
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traveling Balesman's time is valuable." The sales manager of a southern 
house, opposed to “doubling back," says, “Our salesmen do very little 
retracing to get the attention of their dealers. If they cannot get the atten¬ 
tion of the dealer on the hrst call they go on to the next account. Person¬ 
ally, I think ‘doubling back' on a call is bad practice and can be avoided by 
the salesman making it clear to the dealer that he has too many other 
accounts to permit retracing on hia calls.” 

Schedule B.—Number of Calls Made per Day per Salesman 
Ouf of a total of 1485 salesmen employed by 100 houses reports were made 
on 1422 salesmen employed by 93 houses. These figures indicate that the 
average salesman in the group makes 7.6 -h calls per day. 


Number of 
houses 

Number of 
salesmen 

Average 
number of 
calls per day 
•per sales¬ 
man 

4 

36 

3 

1 

11 

3K 

7 

66 

4 

7 

172 

5 

3 

61 1 

5H 

16 

378 

6 

10 

129 

7 

] 

17 

7H 

14 

243 

8 

5 

38 

9 

12 

186 

10 

2 

11 

11 

4 

36 

12 

1 

3 

13 

3 

21 

15 

1 

3 

18 

1 

3 

20 

1 

8 

30 


An eastern house eliminates “doubling back" by having its salesmen make 
their calls at approximately the same hour of the same day, every two weeks. 
This company’s sales manager says, "In this way the customer anticipates 
the visits and, in many cases, is waiting for the salesman." Another Jobber 
in the same state says, "Our regular salesmen do very little ‘doubhng back. 
If the dealer is away or for some reason cannot see our salesman, the sal^ 
man usually calls the dealer on the telephone later in the day. ^ 
western sales manager says, “Our salesmen follow a definite schedule so that 
the dealer knows when to expect them and is ready to see them. 



570 


Marketing Policies 


Sa3ra another eastern wholesaler, '^Oiir salesmen have been complaining 
for some time, especially the local salesmen, of the difficulty they have in 
getting in and out of a man’s place of business without spending an unrea¬ 
sonable length of time. Our salesmen are naturally ready to give all the 
time that a customer needs in connection with his purchases or for the dis¬ 
cussion of any business problems the dealer may have. Many dealers, how¬ 
ever, keep our salesmen needlessly long because of their failure to maintain 

Schedule C.—^Length of Average Call by Wholesale 
Salesmen 

Based on reports for 1,349 salesmen employed by 87 houses, 
the average per call is 1 hour and 15 minutes, plus. 


Number of 
houses 

Number of 
salesmen 

Average call 

2 

28 

25 min. 

7 

67 

30 min. 

2 

10 

35 min. 

1 

15 

30-45 min. 

2 

17 

40 min. 

11 

167 

45 min. 

2 

7 

50 min. 

23 

272 

1 hr. 

2 

17 

1 hr., 10 min. 

5 

59 1 

1 hr., 15 min. 

16 1 

1 491 1 

IJ^hr. 

2 1 

1 36 

1 hr., 45 min. 

1 

35 

1 hr , 50 mill. 

7 

83 

2 hr. 

1 

25 

2>i hr. 

2 

18 

3 hr. 

1 

1 ^ 

4 hr. 


‘want books,’ or because they allow themselves to be interrupted by cus¬ 
tomers whom their sales clerks could just as well serve. Other dealers make 
unjustifiably longer the calls our representatives make by not giving thought 
to the fact that the salesman’s only stock in trade is his ability and his time.” 

Another eastern wholesaler says, “We do not have much trouble of this 
kind and we send each dealer a card advising the day and approximate time 
our representative will call and asking the dealer to leave an order if he is 
going to be away from the store at the time our salesman calls. Once in a 
while the dealer will forget to leave the order, in which case our salesman 
will have to return the next day.” 

A southern wholesale house sales manager says, “Our salesmen do very 
little retracing to get the attention of their dealers. They do not usually 
'double back ’ when the buyer or proprietor is out. I think the practice of 
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'doubling back’ is a bad one and can be avoided if the salesman makes it 
clear to the dealer that he has too many other accounts to permit retracing. 
In most cases the dealer will give the salesman a hearing when he realizes the 
problem of the salesman. I believe that most salesmen try to cover too much 
territory. They have a certain number of established accounts on which 
they depend for support. I believe that if salesmen had much smaller terri¬ 
tories which would necessitate their being on the lookout for new business 
and would work their territories closer, and would call on the accounts they 

Schedule D.— Frequency with Which Salesmen Call 
ON Customers or Prospects 

1,458 salcamm employed by 98 houses make calls on an average 
of once in 12 H- days. 


Number of 
houses 

Total number of sales¬ 
men 

Frequency 

17 

327 

Weekly 

2 

33 

Every 10 days 

1 

4 

Every 10-12 days 

1 

3 

Every 1~3 weeks 

1 

7 

(5 every week) 

Every 10 da>s—2 weeks 

1 

10 

(5 every other ’veek) 

Every week, every other week 

50 

864 

Every 2 weeks 

3 

28 

Twice monthly 

9 

98 

Every 2-3 weeks 

7 

57 

Every 3 weeks 

2 

8 

Every 4 weeks 

3 

17 

Monthly 

I 

7 

Every 6 weeks 

2 

27 

Varied 

100 houses 

1,485 salesmen 



have been passing up, we could increase our traveling force and secure a 
greater volume of business. Recently we cut in half the territoi v of a sales¬ 
man who had been covering a large territory for more than 30 years. He is 
selling within a few hundred dollars a month, in his smaller territory of what 
he did in his former territory. The salesman who got the other half of hw 
territory increased sales $2000 in one month over what that ha a origi 
nally produced.” 

Since there is such a variety in the terms in which sales managers express 
the territories covered by their men, it is not practical to determine any 
average as to individual salesmen’s territories. However, the comments of 
the southern sales manager quoted in the preceding paragraph 
food for thought. In the matter of wasted time, there is fault on both sides 
—some salesmen obviously do not use their time to the best a van age, 
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while others are handicapped by having to wait too long for buyers or pro¬ 
prietors to tend to less urgent matters. Those wholesalers who have their 
dealers informed as to the approximate hour and the exact day on which 
their salesmen will call seem to have pretty much of an answer to the prob¬ 
lem of "doubling back.” It would appear as though those wholesalers 
whose salesmen have to w’ait for the dealer’s (or buyer’s) attention would do 
well to send their dealers friendly letters outlining the extent to which costs 
are increased—both for the dealer and the jobber when a salesman has to 
wait in a store an unnecessary length of time or is forced to "double back.” 
Dealers can save themselves from lost sales, help conserve the salesman's 
time and thus cut down on both the wholesalers’ costs and their own by keep¬ 
ing “want books,” a practice followed by many dealers. 

While 55 houses have their salesmen make calls but five days a week, 
their total number of salesmen is 518, or less than 35 per cent of the salesmen 
whose programs have been summarized. Fifteen houses, employing 315 
traveling salesmen report that their men make calls five-and-onc-half days 
a week. These two groups—70 houses employing 834 salesmen do not find 
it advantageous to have their salesmen make calls on Saturday afternoons 
(see schedule E) and 22 firms employing a total of 574 salesmen have their 
men make calls on Saturday afternoons. Although the latter group repre¬ 
sents the fewest number of houses, it has the most salesmen of any of the 

Schedule E.— Number of Days a Week on Which 
Salesmen Make Calls 
Calls 5 days a week 

55 houses employing total of 518 salesmen 
Calls 5^ days a week 

15 hous(‘s employing total iif 316 salesmen 
Calls 6 day.s a week 

22 houses employing total of 574 salesmen 
Did not indicate 

8 houses employing total of 77 salesmen 

three groups. While the practice of making calls on Saturday afternoons 
is probably satisfactory in rural districts where the Saturday rush is greatest 
in the evening, stores in metropolitan areas and in city districts arc often 
difficult places for the salesmen to get attention of a Saturday afternoon. 
In fact, many of these stores cater to families whose wage earners are on a 
five-day week so that customers visit some of thc'se city district stores in a 
steady flow on a Saturday. 

Quite a few houses which do not have their salesmen make calls on Satur¬ 
day have their travelers who cover nearby territories visit company head¬ 
quarters on that day for general sales meetings. At these meetings new 
services, new merchandise, credit problems, etc., are thoroughly discussed, 
thus putting the salesmen in a better position to appreciate more thoroughly 
the needs of their houses (schedule F). 

Hardware Age believes as stated in The Hardware Age Platform that "With 
projier cost control, distribution from manufacturer-to-wholesaler-to- 
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retailer will continue the economical and practical method for merchandising 
most hardware lines. It is the belief of HordwoTB AqBj as expressed in 
the third point in the platform, that, '‘The wholesaler function cannot be 
eliminated, though distribution costs could and should be reduced.” Only 
by fullest cooperation between wholesaler and retailer can the costs of whole¬ 
sale distribution be reduced. And since reduction of the wholesalers’ over- 

ScHEDULE F.— Personal Appearance of Salesmen at 
Company HEADguARTERs 
100 houses, 1,485 salcvsrnen 


Number of 
houses 

Number of 
salesmen 

Frequency 

4 

29 

Every day 

1 

3 

Every other day 

5 

55 

Twice a week 

47 

505 

Every week 

6 

93 

Every 2 weeks 

1 

17 

Twice a month 

1 

8 

Every 3 weeks 

2 

32 

Every 30 days 

8 

117 

Once a month 

1 

17 

Every 4-6 weck.s 

1 

10 

Every 6 weeks 

1 

i2 

Every 45 days 

2 

87 1 

Every 30-60 day.s 

1 

53 

Every 60 days 

4 

120 

Every 2 months 

8 

153 

Every 3 months 

1 

13 

3-4 times a year 

1 

35 

5-6 times a year 

1 

20 

Every 6 months 

1 

50 

Once a year 

3 

56 

Varied 


head can be accomplished, in part, through the retail dealers’ cooperation, 
one solution to the problem is the .shortening of the length of tim' which the 
salesman must wait to see the buyer. Some whoh'salers would doubtles.s 
find it advantageou.s to make less frequent calls on their accounts, others to 
make every possible effort to dccrea.se the time spent in the average hard¬ 
ware store bj their salesmen. 

Schedule G.—Reports on Calls Made 

47 houses do not require reports on calls at all 

22 houses require reports on each call on a regular company form 
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6 houses require daily reports, in the salesmen’s own style, outlining all 
calls made 

18 houses require daily reports, a special form being provided for this 
purpose 

4 houses require weekly reports, listing all calls, on a standard form 
2 houses require reports only on complaints 
1 house requires reports on all calls made by new salesmen. 
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SUMMARY OF FIELD STUDY ON DISCOUNTS 
Food Products 


Canned Milk. 

Quantity discount. None. 

Discussion. Net price per case subject to the usual 2 per cent 10 day 
discount, freight prepaid to jobbing points. 

Prices are quoted in carload and less carload quantities. The current 
differential involved between carload and less carload prices is S.05 per 
case, and this differential is based purely on the saving effected in freight 
by shipping in carloads. 

Canned meats and soups. 

Quantity discount. For carload only, discount 2%. 

Discussion. We do not give cash discounts. Our terms are 15 days 
net. 

Food specialties and dietary accessories. 

Quantity discount. From 28 per cent to 33H per cent. 

Discussion. About 2 years ago we set up a plan of dividing our 
dealers into two classes, class A and class B. 

Class A dealers received an extra discount on certain products, and 
to become eligible to go into the class A list a dealer has to buy $1,000 
a year or more. This plan is open to all on an equal basis. 

Our line consists of approximately 140 and we have a unique pricing 
S3rBtem of our own based on costs. Our products are independently 
priced, and the discounts range from 28 per cent minimum to 33H 
maximum, with an average of about 31 per cent. Those getting class 
A discounts receive these discounts in addition to the class A discounts 
mentioned above. 
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Cheese and mayonnaise. 

Quantity discount. None. 

Discussion. On package cheese 123 ^ and 5 per cent. On mayon¬ 
naise 20 per cent. 

Sold to wholesale distributors only. 

Ginger ale. 

Quantity discount. None. 

Discussion. All wholesale outlets sold at the same price. In that 
area of the country where the carload freight rate is up to and not in 
excess of 25 cents per cwt., a freight allowance of 25 cents per cwt. is 
made on carload purchases. The purchaser on a less-than-carload 
freight rate basis, pays the full less-than-carload freight rate. 

Cereals. 

Quantity discount. For carload or pool car shipments. Certain 
items per cent. Other items 4 cents per case flat. 

Discussion. Prior to last year we had a list price which constituted 
our recommended resale price to the retailer. This was subject to trade 
discount of per cent on less-than-carload shipments and 15% on 
straight or pool cars. We changed then to flat price for less-than-car¬ 
load shipments, subject to 2H per cent on straight and pool cars. 

This change was made because in recent years there has been a decided 
trend toward flat prices, few wholesalers pay any attention to suggested 
resale prices, and it simplifies invoices. 

Cereal. 

Quantity discount. On carloads only. 

Discussion. Our present price to our customers in less-than-carload 
lots is S3.40 for a case of 18 twenty-eights and %2 65 for a case of 24 four- 
teens. In carlots, our price is $3,325 for a case of 18 and $2.60 for a case 
of 24. 

Raisins. 

Quantity discount. None. 

Discussion. So far as we know the products of all raisin and dried- 
fruit packers are not offered on a quantity discount basis. From time 
to time an occasional deal is made involving a quantity arrangement 
but they are so few in number that we would estimate that they do not 
involve more than about 1 per cent of our contracts. 

Trade discounts are not customary among dried-fruit packers. The 
goods are sold on the basis of sight draft, with bill of lading attached, 
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on the regular California Dried Fruit Association contract, which pro¬ 
vides for a cash discount of 2 per cent 10 days in the case of rail shipment 
and 2 per cent 2 days sight in the case of water shipment. There are a 
few large operators who receive a discount which is to be used for adver¬ 
tising and promotional purposes. 

The few distributors who qualify for these arrangements have their 
own advertising and promotional department and are thus able to serve 
manufacturers more economically than if the work were directly done. 

Line of food products. 

Quantity discount. No trade and no quantity discounts except a car¬ 
load and pool-car allowance. 

Discussion. The carload and pool-car allowances are based on freight 
savings and in general run about 4 cents a case on carloads and about 
3 cents a case on pool cars. These discounts bear a definite relationship 
to the saving in transportation charges or warehouse charges which 
accrue to us by reason of the customer's ordering in carload quantities. 

Walnuts. 

Quantity discount. Quantity discounts never allowed. Same prices 
to all buyers. 

Discussion. Only discount is a cash discount of 1 per cent within 3 
days after presentation of draft—allowed only on walnuts in the shell. 
Shelled walnuts are sold at net prices with no discounts whatsoever 

When this Association was organized 26 years ago, one of the first 
principles enunciated was that our products would be sold to every 
buyer at the same price. 


Automotive 


Tires. 

Quantity discount. We have used the quantity discount system for a 
number of years. 

Discussion. We feel that there is a considerable saving in extend¬ 
ing quantity discounts—chiefly because delivery is made from one point, 
namely, the factory. Obviously, whenever tires or tubes pause in their 
course from the factory to the car owner’s wheels, there is overhead 
expense added. 

Tires. 

Quantity discount. Quantity discounts used for 15 years. On some 
products, both trade and quantity discounts allowed. 
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Rjcoular Bonus 


Yearly volume 

I Rate, % 

1 Yearly volume 

/Rate, % 

s 500 to $ 749. 

2 

I s 4,000 to s 4,999. 

9 

750 to 999. 

3 

1 5,000 to 6,499., 

1 

1.000 to 1,499. 

4 

6,500 to 7,999. 

11 

1,500 to 1,999. 

5 

8,000 to 9,999. 

12 

2,000 to 2,499. 

6 

10,000 to 11,999. 

13 

2,500 to 2,999. 

7 

12,000 to 14,999.1 

14 

3,000 to 3,999 

8 

15,000 and over.i 

15 






Discussion. We feel that the underlying justification for quantity 
allowances and discounts lies in—^first, the benefits accruing to us 
from increasing the size of orders, and, second, the benefits accruing to 
us from concentration of our dealers' purchases on our goods rather 
than on products of competitors. 

Tires. 

Quantity discount. Quantity discount system not used. 

Discussion. Our prices for the various classes of trade are fixed, 
depending on either our past experience, on their volume, or what we 
expect their volume to be in the case of a new account. It would 
change these net prices any tinje their business warrants, depending 
on increase or decrease. Our range of net prices to dealers varies in 
approximately 2>2 per cent differentials, covering about a 15 per cent 
range on volumes from approximately $2,000 annually to $50,000 and 
above. 

We do not consider there is any justification for quantity discounts 
and do not believe there would be any saving. [Consistency!—The 
Authors.] 

Automotive accessories. 

Quantity discount. Quantity discount of 5 per cent for carload 
quantities. 

Standard trade discounts all the way from net to 50-5-5 per cent. 

Discussion. Inasmuch as the small account is in competition with 
the larger one and does for the territory covered a job equal to that done 
by the large account, we have never felt justified in extending an extra 
discount to the large account, which is what the quantity discount does. 
In other words, we believe that the jobber should be paid for the service 
he renders to the public in the area; he covers, and just because one con¬ 
cern has more money than another is no reason why the smaller concern 
should be at a disadvantage from the purchasing standpoint^ or from the 
profit standpoint. 
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Automotiye accessory. 

Qiuintity discount. We began to market spark plugs about 8 years 
ago by attempting to sell them through the regular wholesale and jobber 
channels and meeting with practically no success whatsoever. 

In view of the above, it was then decided to build a merchandising 
plan for the distribution of our products through our own organization 
direct-to-dealers on a-consignment basis. 

These dealers are contacted regularly and at least once every 28 days 
by our own sales organization, consisting of 367 salesmen, whose efforts 
are governed by 36 supervisors. These supervisors are governed by 6 
division managers. We sell dealers on a consignment basis at a flat 
wholesale price. In addition to this, we have contracts for 500, 1,500, 
2,500 and 5,000 units to be taken over the period of a year at a slight 
reduction under the flat wholesale price. 

Discussion. Our product is not sold to manufacturers of automobiles 
as original equipment, as they are only interested in buying at a price, 
and our product is engineered strictly for replacement and of the very 
highest materials obtainable. Neither are our products sold through 
mail-order houses, chain stores, or any of the so-called “gyp” outlets. 

By consigning we can control our resale price and, more important, 
we can control our stock distribution system, which does not permit us 
to make other than what the consumer is actually purchasing. 

When our organization calls on these 60,000 dealers, they collect 
for products sold and refill or adjust the stock, depending upon sales 
demand. 

Automotive accessories. 

Quantity discount. One basic price, regardless of quantity. Sales 
through distributors are made—varying upon the product—from 60 to 
45 per cent off list, the distributor in turn giving the dealer in general 
33H per cent off list. 

Auto replacement parts. 

Quantity discount. Quantity discount system not used as a basic 
part of price structure. 

Discussion. Our products cannot be bought by the ultimate user, 
the car owmer, except in connection with mechanical service. In other 
words, our goods are not, strictly speaking, consumer goods. In effect, 
the repairman is the consumer of such products as ours and except to a 
limited extent no special sales drive which he might be aggressive enough 
to put on could very greatly increase his business. Consequently, the 
anticipated incentive of quantity discounts for increased sales efforts 
cannot be fundamentally effective. 
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By the same token, the same situation exists with the wholesalers, 
through whom all our merchandise is distributed in the replacement 
trade. We recognize the effect of the extra-profit incentive on sales 
efforts by extending to the wholesaler certain volume-business pre¬ 
miums. This is a general practice in the distribution of automotive 
replacement parts. 

Building Materials and Equipment 

Oil burners. 

Quantity discount. Small-town dealers are given a discount ranging 
from 25 to 35 per cent, and to this extent we observe the quantity dis¬ 
count. These dealers are located in towns of 2,000 to 3,000 up to cities 
of 40,000, 50,000 and 60,000. 

We start most small-town dealers off on a 25 per cent discount and 
they earn the longer discount by the number of burners sold. When a 
small-town dealer has sold 10 or more burners, his discount goes to 
30 per cent, and when he sells 25 or more his discount goes to 35 per cent. 

To the distributor whose activity is purely wholesale, we ship equip¬ 
ment on a 50 per cent discount. To the distributor in the metropolitan 
centers, we call him a distributor, we ship equipment on a 40 per cent 
discount. 

Discussion. In the way of policy and philosophy—the situation in 
the oil-burner business for many years has been such that we have always 
felt it wiser to price our equipment to dealers at the lowest possible 
levels rather than to establish an artificial base which would make pos¬ 
sible additional discounts for quantity or special discounts under special 
circumstances. Following this policy, therefore, we have never quoted 
discounts for quantity. For the same reason and in the same manner, 
our prices to distributors and dealers do not end^race any profit that 
permits the factory to absorb cost of transportation. Our equipment is 
shipped f.o.b. factory. 

Wire products. 

Quantity discount. We do business with jobl^ers and with contractors 
direct, and also do what is called a ''bid” business for large projects— 
handling this direct also. The discount depends very largely on com¬ 
petition—or it has in the past. 

Discussion. There is a base price beyond w hich we do not go, but the 
discounts allowed from the list are determined very largely on the value 
of the order to us from a production standpoint. 

Boilers. 

Quantity discount. Carload price, base price less 5 per cent. 

Two carloads or more, base price less per cent. 
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Radiators. 

Quantity discount. Carload price, base price less 5 per cent. 

Two to 5 carloads inclusive, base price less per cent. 

Six carloads or more, base price less 10 per cent. 

Stokers. 

Quantity discount. No quantity discount. 

Discussion. We sell our product through exclusive dealers at a stand¬ 
ard and uniform discount off an established list. The discount we give 
is the same to all, regardless of the volume they purchase from us. 

Builders’ hardware. 

Discussion. Generally speaking, we do not believe in quantity dis¬ 
counts, but rather believe that those who purchase our material for resale 
should in every instance be in a position to buy those goods at as low 
a price as their competitors. 

In the main we market our products through the hardware trade, 
utilizing the jobbers to give us coverage in all the small communities 
and with the major group of retailers, whom we feel that we cannot 
afford to call on direct. We do deal direct with certain retailers, but 
only the very large ones, who, because of their buying power and general 
standing, obtain their requirements direct from the manufacturer rather 
than from the jobber. 

Our policy is to sell tVie jobbers all on th^ same basis, regarrlless of the 
size of their purchase. The reason for this is that these jobbers, whether 
large or small, are in direct competition one with the other, and obvi¬ 
ously to sell on a quantity discount basis would mean tliat the larger 
jobbers would be in a position where they could undersell their smaller 
competitors, so that ultimately all but the largest buyers would go out 
of the picture. So far as the retailers whom we sell direct are concerned, 
they in many instances purchase from us over a given period of time a 
larger volume than do some of the smaller jobbers. We do not, however, 
give these large retailers as good a price as w'e do to the jobber, for, after 
all, if he will conform to our suggested retail prices, our product will 
return him a very attractive margin of profit, even greater than that 
which the average retailer enjoys on our line, and a much higher per¬ 
centage of profit than the jobber secures. 

Although I have said that we do not use quantity discounts, thi.s 
not literally true in every respect, for we tlo sell some of our products to 
the very large manufacturers, w^ho incorporate them as a part of their 
own, such as the automobile manufacturers, luggage manufacturers, 
metal-furniture manufacturers, and so forth. In establishing these 
prices, we are to some extent governed by the volume of business which 
that customer gives to us. But it is not naturally on the same basis as is 
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generally understood by the term ‘‘quantity discounts,” in that we have 
no specific prices for given quantities. 

Air-conditioning equipment. 

Discussion. Under our system, a dealer is appointed and given an 
exclusive franchise for certain territory. Our products are sold to him 
on a list less discount basis. The discount which the dealer receives 
varies with the potential of his territory; i.e., a dealer in a large city, 
whose purchases from us over a year’s period amount to a large sum of 
money, receives a larger discount than a dealer in a small community. 
This difference is justified by the extra expense in percentage required 
to handle a smaller volume of business. These dealers then sell our 
various products at list plus installation expense. 

When a quantity of units is sold to a purchaser, such a speculative 
builder or a builder of a number of homes, apartment-house owners, 
etc., it is customary for the dealer to give the purchaser a discount from 
the retail list price. This consumer discount varies with the type and 
quantity of products involved. 

Oil burners. 

Quantitij discount. Quantity discounts allowed for 8 years. 

No trade discounts. 

The following table indicates quantity discount schedule on one type 
of burner. 


Number of Burners Price 

1-3. $214 

4-10. 207 

11-30. 198 

31-60.... 189 

61-125. 181 

12ff-250. 173 


Discussion. Quantity discount justified on account of lower cost per 
unit for man power. 

Sheet metal. 

Quantity discount. The producers in the sheet-metal branch of the 
steel industry conduct their business almost entirely on the basis of a 
one-price policy. 

Discussion. Of course there are quantity extras for less-than-carload 
shipments but as a general thing the small carload buyer can purchase 
steel today at the same price as one buying in large tonnages. The one 
exception to this policy in so far as the sheet industry is concerned is in 
connection with the sale of galvanized sheets to jobbers for resale. 
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Provided they sign a jobber’s agreement, which requires that they 
sell at no lower price than the producer, we are privileged to extend 
them a S2 a ton deduction under the published base price. 

Building Board. 

Quantity discount. We have established a fixed price to the dealer for 
specific quantities. These prices figured per 1,000 sq. ft., taking in. 
Bordeau Building Board as an example, are: 

Carload—56,000 sq. ft. H in. thick—S33. Carload—28,000 sq. 

ft. in. thick—S34. 8,000 to 28,000 sq. ft. H in. thick—S37. Less 
than 8,000 sq. ft. M in. thick—$40. (In South and West, $42 instead 
of $40.) 

Discussion. The spread between $33 and $40 permits the dealer who 
buys a carload to sell small quantities out of his stock to another dealer 
at the same price we would charge the other dealer if sold direct, and 
allow the carload dealer selling the material his costs of handling, includ¬ 
ing freight or trucking to a near-by dealer, and a small profit. The 
spread between the carload and half-carload price is adequate to com¬ 
pensate us for the extra costs in loading, handling, and billing one ship¬ 
ment to two dealers made up of a half car each and at the same time is 
adequate to persuade the dealer who might only buy a half car, but 
could just as well buy a carload, to take a full carload. The spread 
between the carload and 8,(X)0 ft. to half-car price just about compen¬ 
sates us for the additional costs involved m handling and billing orders 
of this size, as on many such orders we must absorb less-than-carload 
freight instead of carload freight and in certain localities warehousing 
charges. 

Clothing 

Men’s clothing. 

Quantity discount. None. 

Discussion. Biggest and smallest customers j)ay the same price. 
Terms 7 per cent 30 days; 5 per cent 60 days. 

We have never seen any justice for quantity discounts as it applies to 
our business, consequently w^e have never given them and do not con¬ 
template doing so. 

Quantity discount. For many years we did not grant quantity dis¬ 
counts. During the past year we have experimented with the idea to 
some extent, but are not ready as yet to formulate a judgment as to its 
value. 

Discussion. Terms 2 per cent 30 days, 60 days net. 

Haberdashery. 

Quantity discount. We have used the quantity-discount system from 
time to time for 15 years or more. Some years during this time this was 
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part of our selling scheme and other years it was not. It depends a 
great deal on what our .selling and production problems are for that 
particular year or partieidar time of that year. We have not at any 
time given Avhat you would call both trade and quantity discounts. If 
we gave any discount.s in excess of the regular financial discount it was 
in the nature of a quantity discount. It is not a part of our regular dis¬ 
count system. 

Silk underwear and hosiery. 

Quantitfi disconiit. No quantity discounts allowed. 

Discussion. We believe that any system of quantity discounts wouhl 
encourage price cutting, whereas with our present policy of suggesting 
retail i)rices, plus a selection of better type of stores as outlets, our mer¬ 
chandise is ratlier generally offered to the consumer at uniform prices. 

I might add that we experience no pressure, even from our larger users, 
for quantity discounts, becau.se the trade has generally come to know 
that we sell only on one set of terms and prices. 

Hosiery. 

Qmntiii) discount. No quantity discounts .allowed. 

Discussion. Terms 2 per cent JO days, 30 days net. 

Knitted goods. 

Quantity discount. No quantity discounts allowed. 

Discussion. I’niform terms to all merchants regardless of quantity. 

Terms 3 per cent JO days c.o.m., or 2 per cent 75 days from date of 
invoice when trade acceptance is promptly signed and returned. 

For some ycar.^ the e\ecutive.s of our comjiany debated the question 
of allo^vi^g (juantity discounts. It was reasoned by some that manu¬ 
facturing, .selling, shipping, and accounting costs were less per unit on 
ciuaiitity l)ur(■hil.s(*^,. It was rea.soiied that if the larger buyers were 
given advantage of tliis saving it would hicrease the volume to larger 
outlets and thereby add to the profit of the manufacturer. It was 
finally decided to exjuTiment with a graduated quantity discount plan, 
'rhe hrst year ^^e allowed a discount of 1 y)er cent on a volume of $1,000. 
A discount of 1.2 jier cent was allowed on $2,000 and 0.1 of 1 i)er cent 
additional on each $1,000 thereafter, with a maximum of 5 per cent on a 
volume of $40,000 or more. Sales were api)arently not stimulated to 
.‘iny ai)pr(‘eial>le extemt the first year but we decidefl to give the plan a 
tliorough tryout by extending it for another year. The only change in 
our secojul-year plan was to limit participation in quantity discount to 
volumes of $.3,000 on which a discount of 1.3% was allowed. 

In our plan the merchaiit was not permitted to deduct the discount 
when payment was made hut a summary of his purchases was made at 
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the end of the year, the discount computed on the volume of merchandise 
paid for, and a check drawn for the amount of the discount allowance. 

As explained at the beginning, we manufacture branded merchandise, 
which is extensively advertised and on which extensive sales-promotion 
efforts are made. 

Our 2-year experiment convinced us that that sum expended for quan¬ 
tity discount Could be made to produce more satisfactory results both 
to the merchant and manufacturer when judiciously expended in adver¬ 
tising and sales promotion. 

Corsets. 

Discussion. Strictly net ''no discount^' basis. 

Corsets. 

Quantity discount. No quantity discounts allowed. 

Corsets. 

Quantity discount. Quantity discounts not allowed. 

Discussion. Terms 8 per cent 10 days, 6 per cent 50 days, net 51 days. 

Drugs and Toilet Goods 

Drug products. 

Quantity discount. Price differential provides lower prices for certain 
quantities of products and a quantity price on a quantity assortment. 

Discussion. Uniform cash discount of 1 per cent on invoices paid on 
or before the tenth of the month following date of invoice. 

Proprietary remedy. 

Quantity discount. No quantity discount allowed. 

Discussion. Trade discount 15 per cent. 

Cash discount 2 per cent 15 days. 

Minimum order required $100 at list price. 

I do not believe that there is any justification for giving quantity dis¬ 
counts in a business such as ours. While it is true that some saving 
may be effected on freight and on the cost of handling orders, neverthe¬ 
less there is the offsetting disadvantage of giving one customer a better 
price than you give another customer simply because the first customer 
is able to buy a large quantity. 

Proprietary remedies. 

Quantity discount 
Amount 

1 gross 

2 gross 

3 gross 


Discount, % 

12M 

15 

16 % 
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Orders for above quantities may be either straight or assorted among 
the many items but must conform with the standard shipping cases. 

Discussion. Terms: 30 days net. 

Cash discount: 2 per cent 10 days from date of invoice, east of Missis¬ 
sippi; 2 per cent 20 days from date of invoice, west of Mississippi. 

These discounts apply to all our direct buyers, whether they be whole¬ 
salers or retailers. We have a policy by which a customer, irrespective 
of his classification of trade, retailer, wholesaler, etc., is permitted to 
enjoy the discounts complying with the quantities as noted on the 
attached price list. Our justification of quantity discounts is that we 
feel that a customer who is in a position to buy the quantity that per¬ 
mits the maximum discount should get same as compared with the 
smaller customer who can only buy in lesser quantities. 

Some dealers, as you know, are much more aggressive merchandisers 
than others, and it is for that reason we feel they are entitled to a better 
price than the small man who simply buys from hand to mouth in 
accordance with whatever demand the manufacturer creates for his 
merchandise. 

Drug product. 

Quantity discomit. Following quantity discounts allowed: 72 doz.— 
40 and 10 per cent, 24 doz.—40 and 5 per cent. 

Discussion. Theoretically a dealer should sell no more of a given 
product because he buys it in larger quantities, hut in actual practice 
increased sales usually result. Further, when a retailer gets to the 
point of selling a product in quantity he looks for and is usually able to 
get quantity prices and the offering of such concession has become 
pretty much of a trade practice. It is probably true that if no manu¬ 
facturer in our field offered quantity discounts, we would be able to 
withdraw them. On the other hand, we do not choose to be the one to 
try such an experiment. 

A.a regards the savings effected by quantity discounts, I think these 
are obvious. We save in selling time, invoicing, packing, shipping, and 
in any other operation where the work is not proportionately increased 
with the size of the order. In mo.st instances it takes no more effort to 
enter or handle a 12-dozen lot than it docs in the case of a 1-dozen lot. 

Proprietary remedies. 

Discussion. 


List price Retail price 

Item \ ^ pex 4ox. I pw 

Item 2 ‘ 12.00 per doz.) 1.50 pet VwUk 
lUim^ 
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All our merchandise moves through the regular drug channels, namely, 
the wholesaler and retailer, to the consumer. The wholesaler receives 
the usual trade discount of 16?^ per cent of the list price, plus 2 per cent 
cash. Chain stores that buy in large quantities are put on practically 
the same basis as the wholesaler. We do not make a practice of giving 
quantity discounts but have made an exception once or twice during 
the last few years to quantity buyers. We would give this same extra 
discount, however, to any concern that buys in such quantities. We 
do not believe there is any real justification for giving quantity dis¬ 
counts, in our business particularly, owing to the fact that, if a customer 
buys a larger quantity at one time, it only means a longer period of time 
between purchases. Our policy always has been the same price to all 
and we will continue this practice, as we find it more satisfactory in the 
long run. 

Drug products. 

Quantity discount. Extra discounts for quantity products not 
allowed. 

Discussion. Some 8 or 10 years ago it was our practice to allow a 
quantity discount on large-size purchases, but we did not feel that the 
plan was consistent or to our advantage. 

Drug products. 

Quantity discount. Always sold on a quantity-discount basis, over a 
period of 25 or 30 years. 

Discussion. In the early part of this period there were also given 
both trade and quantity discounts, a setup at that time making a trade 
discount and a quantity discount the differential between wholesalers 
and retailers. At the present time, the quantity of merchandise pur¬ 
chased is what brings about a trade discount. Present quantity dis¬ 
count 15 per cent on orders of S200 and over. 

Terms 2 per cent 15 days; 30 days net. 

We sell only on a quantity-discount basis although we suggest quan¬ 
tity discounts be given by the wholesale trade to the retailer, such 
discounts taking into consideration the general custom of today of the 
wholesaler allowing some sort of discount because of the volume of 
purchase. 

Proprietary remedies. 

Quantity discount. Anyone who places an order of a $50 minimum 
with us receives our standard discount. 

Discussion. Our general feeling is, since we are making a definite 
effort to stabilize resale prices on our products that any discounts based 
entirely on volume or quantity would encourage diversion of 
chandise to channels that do not respect our suggested resale sc u e. 
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Furniture, House Furnishings and Supplies 

Furniture. 

Quantity discount. Before 1929 this company did not have any regu¬ 
lar quantity-discount system. It sold at varying discounts from list, 
depending upon the competitive conditions. In 1929, after some con¬ 
siderable study, we inaugurated a nondiscriminatory price policy which 
we hoped the industry would follow and which by and large it did, save 
for a few territories where competitive conditions had to be met. Our 
distributors are given a net cost regardless of quantity, since the drop 
shipments as compared with carload shipments about average up during 
the year. We have a recommended resale price list which our distribu¬ 
tors follow, including, of course, our own wholly owned distributors. 
In connection with one item, a typical price is as follows 

1-49 units $615 

50-299 units 580 

300 or more 545 


These prices are f.o.b. destination. The cost to the distributor on these 
units is $425 f.o.b. factory in any quantity. The percentage of differen¬ 
tials is similar with all of the various units in this line. 

Therefore it may be seen that in this particular line the quantity dis¬ 
count is not a part of our trade-discount system. On another item, the 
following scale of quantity discounts applies: 


1-399 
400-699 
700-999 
1,000 or more 


List 

10 % 

12H% 

15% 


Distributor's discount from list is 15 per cent. Where there is a 
resale discount, distributor and ourselves share equally the amount of 
discount taken. We do not manufacture goods on a cost-plus basis. 


Summer floor coverings. 

Quantity discount. Quantity discounts have been employed inter¬ 
mittently over a period of 10 years or more. Both trade and quantity 
discounts allowed. 


Quantity Discounts 

Small buyers 
Fair buyers 
Medium buyers 
Large buyers 


List 
6% off 
10% off 
. 10-15% off 
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Quantity Rebate 

Season volume $5,000 to 9,999. 

Season volume 10,000 to 14,999. 

Season volume 15,000 to 24,999. 

Season volume 25,000 to 49,999. 

Season volume 50,000 and over. 


1 % 

2 % 

3% 

4% 

5% 


Discussion. With respect to the quantity-rebate plan, the season is 
understood to start in November and end July 30 of the following year. 
We appreciate that the quantity-rebate plan is not, in the strict sense, a 
quantity-discount plan. In effect, however, the theoretical advantages 
are much the same. 

The quantity-rebate plan attempts to direct all the business originat¬ 
ing in an individual store to one manufacturer, for, obviously, the greater 
the volume of business that the store places in a given season, the greater 
will be the value of the rebate at the season’s close. 

The following remarks may not be of value to you in your study, but 
we outline our views with respect to trade discounts and quantity-rebate 
methods for whatever they may be worth. In the floor-covering field 
it has been common practice for years to determine the discount to which 
the dealer is entitled by the quantity of merchandise that he buys at the 
beginning of the season. Thus, we find a dealer situated in the same 
locality with others paying as much as 17 per cent more for the same 
identical goods. Because of difference in trading practices in various 
types of stores, this method of selling by manufacturers has proven 
decidedly harmful to small dealer outlets and has retarded their growth. 
To prove our case, let us say that a large department store and a small 
furniture dealer operate in the same trading area. 

The department store, by reason of being a large buyer, can secure 
the maximum trade discount of 10-15 per cent. The small '^tore, how¬ 
ever, being a small buyer is obliged to buy at net list. Therefore, an 
article listing at $20 would cost the furniture store that sum, while the 
department store would buy the same article for $17.10. The trouble, 
though, has just started. 

The department store, selling for cash, takes a markup r>n cost of 
66^^ per cent, obtaining a resale price of $28.50. The furniture store, 
however, sells on deferred or time payments, and must secure a full 
mark, or 100 p»er cent on cost. Their resale price is therefore $>0. 
This wide difference in the consumer price either causes the rusiomei 
of the furniture dealer to defer purchase or induces her to trade with 
the department store, which sells for less. It is our opinion that there 
should be no variations in trade discounts and that all stores should buy 
on an equal price basis. Under a plan of this kind, an article listing at 
$20 would be sold by the department store for $33.35 and by the fiirni- 
ture store of $40. The difference would not be considered too great for 
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the convenience of time payments, fewer sales would be deferred, and 
the small dealer would have an opportunity to grow, an opportunity 
which is denied to him now. 

If there is to be a reward for the placing of volume of business, it is 
our feeling that this should be in the form of a rebate plan at the end of 
the season or end of the year. 

Cleaning compounds. 

Quantity discount. Quantity discounts allowed. We have a uniform 
wholesale price which varies according to the quantity purchased. We 
do not sell retailers direct, with the exception of chain stores (which 
purchase at the wholesale price) and, therefore, have no trade discount. 
Wholesalers or jobbers set their own resale price. We give a suggestive 
retail price which, however, is not followed by the wholesaler or jobber. 
Our quantity discounts vary according to the turnover of the article. 
On slow-moving merchandise, the prices vary on 25-, 50-, and 100-case 
lots. On faster moving articles, we have a price for less than 100 cases, 
100 cases and over, and then a special carload price. 

Discussion, Merchants will push articles if they have considerable 
money tied up and we also find a competitor has little chance of selling 
the merchant if he is already loaded with that particular class of com¬ 
modity. On carload shipments, there is, naturally, considerable sav¬ 
ing in freight, and we feel that a concern in a position to purchase in 
large quantities should receive a better price than the smaller individual, 
as he gives the manufacturer more support and greater distribution, 
which after all, is the result the manufacturer is looking for. 


Lubricants and Gasoline 


Lubricants. 

Quantity discount. No quantity discount allowed on sales to 
distributors. 

Discussion. However, we recommend that our distributors resell 
lubricants to their outlets on a quantity basis, which varies from 1-2 
cents a pound, depending on quantity 


OiL 

Quantity discount. Quantity discounts allowed for 12 years. No 
trade discounts. 


500 gal. 
1,000 gal 
1,500 gal 
2,000 gal. 
2,500 gal. 


Si per gal. 
\i per gal. 
hi per gal. 
hi per gal. 
7i per gal. 
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Discussion. There is no particular reason for using this discount 
schedule except that we have been driven to its use through competitive 
practices, and such a schedule is in general use throughout the oil indus¬ 
try, although the amounts—of both gallonage and rebate—may vary 
with various companies. 

The rebate or discount serves only as an incentive toward increasing 
the efforts of an individual dealer so that he may earn, under the con¬ 
tract, a better price for a given annual period. 

Oil. 

Quantity discount. In conformity with trade practice, we have used 
quantity discounts, on certain classes of products, particularly lubri¬ 
cants, for some 15 years or more. 

Discussion. It costs just about as much to sell and service a dealer 
whose requirements are, we shall say, 500 gallons of motor oil per annum, 
as the one whose requirements are 1,000 gallons or more per annum. 

OU. 

Quantity discount. Both trade and quantity discounts allowed. 


Quantity Deferred dia 

(а) Oils: 

From 250 to 500 gal. 2i per gal. 

From 501 to 1,000 gal. per gal. 

Over 1,000 gal. per gal. 

(б) Greases: 

From 400 to 799 lb. yH per lb. 

800 or more lb. Iff per lb. 


Discussion. Delivery service on 5 gallons of oil is just about as 
costly as on 50 gallons. Hence we feel, and this is in accord with trade 
practice in our industry, that the larger buyer is entitled to a somewhat 
lower price. 

Oil. 

Quantity discount. Some form of quantity discounts allowed for 
many years. 

Different prices to consumers, dealers, and jobbers. 

To Consumers: 

Discount off Market Prices 

250 to 499 gal. 

500 to 1249 gal. 

1250 to 2499 gal. 

2500 to 7499 gal. 

7500 gal. and over. 

Carload (one delivery). 


4ff a gal. 
7^ a gal. 
10^ a gal. 
13^ a gal. 
17f! a. gal. 
17fi a gal. 
















592 


Marketing Policies 


To Dealers: 

Discount off Dealers Prices 


250 to 499 gal a gal. 

500 to 1249 gal 4ff a gal. 

1250 to 2499 gal a gal. 

2500 gal. and over Syf a gal. 

Carload (one delivery) 12ff a gal. 


Discussion. The fundamental purpose and the justification of the 
quantity discount is, of course, that large quantities can be handled in a 
cheaper manner than small quantities. In cases where quantity dis¬ 
counts are allowed on accumulative purchases over a contract period, 
but where the actual deliveries are made as needed, the saving resolves 
itself into one of selling expense. Certainly prices would have to be 
much higher if it were necessary for the dealer to have his salesmen 
make calls and individually sell each sale. 

Paint 


Paint 

Quantity discount. Quantity-discount system used since 1924. 

Quantity discounts to dealers only as follows 

Figured for a 12-month period based on sliding scale purchases. 



-^- 

Heavy goods. Shelf goods, 

r/ ^ cf 

0 0 

$2,000 to $3,000 1 


S 

3,000 to 5.000 

5 

m 

5,000 to 7.500 


10 

7.500 to 10 000 

9 

12' 

10,000 to 15 000 

11 

17H 

15,000 and o\ cr 

12^2 

20 


Discussion. Trade discount 33^ j per cent to 40 per cent. 

Justification for quantity discount; 

1. To encourage dealer loyalty and to keep out competitive 
specialties. 

2. To encourage dealer merchandising activity through the induce¬ 
ment of greater profits resulting from greater sales volume. 

3. To establish a rigid price policy to prevent the extension of prices 
that are too low, to accounts that would not normally qualify. In other 
words, to prevent unprincipled buyers from overestimating their require¬ 
ments in order to secure better prices from salesjnen on the territory. 
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Paint 

Quantity discount. Quantity-discount system used for past 10 years. 

Discussion. Within a year or two after the war, dealers^ printed 
price lists on many lines of merchandise became more or less nominal 
and manufacturers began to allow varied discounts—some on quantity 
purchases and others on any quantity that a dealer might require. 
This necessitated some action, and a system of discounts on invoices 
to dealers was worked out by some manufacturers based on a past 
3-year average of purchases. This action began in a general way during 
the first half of the year 1926 and was fairly satisfactory, although not 
entirely so, until about the period when our present business depression 
began. Under that system manufacturers learned they were giving 
unearned discounts on estimated quantity purchases. To relieve that 
situation changes were instituted here and there with an attempt to 
make it general. Instead of allowing discounts on invoices for a certain 
estimated volume, the quantity discounts were arranged to be given in 
the form of a credit at the end of the 12 months’ period and under a 
scale dependent upon the volume of business supplied by the dealer to 
the manufacturer or distributor, during that time. 

While the situation was relieved somewhat, the plan is not working 
entirely satisfactorily. The dealer who is in a position to buy the 
larger quantity naturally procures a lower net cost, which is given him 
in the form of a credit at the end of each 12 months’ period. He is, as a 
rule, much inclined to use this lower net cost on quantities to make a 
lower price to the consumer and thereby greatly disturbs the smaller 
dealer in an adjoining town, who is not in position to purchase the quan¬ 
tity necessary to bring his net cost to the same level. A conflict natu¬ 
rally ensues many times between dealers in adjoining towns, especially 
on products sold on the exclusive-agency plan. 

It is my belief that the general outline above presented applies to a 
great many lines of merchandise or practically to all those sold to dealers 
on the exclusive-agency plan—that is, one dealer agent in each town. 
A distributor or a large jobber in one of the large centers will of course 
sell many dealer agents within his territory and should operate, if he is 
the proper kind of distributor, on the same price policy as used by the 
manufacturer. 

The difficulties we experience in these times by operating a price 
policy along the lines described is that a prominent dealer, who is suc¬ 
ceeding in the face of all obstacles, will fight for the same discounts on 
the smaller quantity that he is now purchasing that he received when 
his business to the manufacturer was double or over that amount. In 
justice to all dealers both large and small, it is my opinion that but two 
dealer’s prices should apply. The dealer’s price base should be for a 
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small town of 500 to 2,000 population. For the desirable dealer firm 
in the larger point—say county-seat town or over—there should be just 
a slight percentage of discount lower to enable him to cover the addi¬ 
tion^ expense of rent, sales, newspaper advertising, etc., necessitated 
by the larger center. For the small jobber or distributor who opeT&tes 
in a small, clearly defined territory, he should be given a legitimate 
jobber's discount to enable him to sell to the two classes of dealers just 
described. For the large distributor purchasing carloads or necessary 
large quantities of products, covering definitely allotted territory with 
salesmen at his own expense and operating under a strict ruling of 
manufacturers' sales policies, he should enjoy a slightly better list of 
discounts than the smaller jobber. 

Paint 

Quantity discount. Quantity discount system used for about four 
years. Both trade and quantity discounts allowed. Scope of discounts 
as follows: 

Discussion. The writer justifies quantity discounts. A discount 
plan confines allowances to a definite kind or number of dealers who 
handle a manufacturer’s materials more or less exclusively, eliminating 
a general dealer discount to the “dealer class,” which would include 
any and all small dealers, many of whom might carry a mixed stock of 
several manufacturers. Sales costs are lowered by a discount plan 
because it eliminates constant sales effort toward all accounts, the 
franchise customers seeing to it that they place the greater part or all 
of their business with the manufacturer with whom they are dealing in 
order to get into higher percentage brackets. These dealers keep them¬ 
selves and their clerks better informed in order to increase their volume. 
Conversely, where an account does not qualify under the discount plan, 
constant sales effort must be directed toward it to keep down competi¬ 
tion. Does not manufacture on cost-plus basis. 


Annual net purchases 

Special dis¬ 
count, group 
products, % 

Paint dis¬ 
count, group 
products, % 

Jobbing dis¬ 
count, group 
products, % 

$2,000 but less than $3,000 

4H 

3 

m 

3,000 but less than 4,000 

6 

4 

2 

4,000 but less than 5,000 

7H 

5 

2M 

5,000 but less than 6,000 

9 

6 

3 

6,000 but less than 7,500. .. 

lOH 

7 

3H 

7,500 but less than 9,000.. .. 

12 

8 

4 

0,000 but less than 12,000. .. . 

13K 

9 


12,000 and over. 

15 

10 

5 
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Machinery and Mechanical Supplies 

Machine screws. 

QuardUy dUcourU. Quantity discounts not used for 30 years except 
in the case of one item, which is rather an overcharge for smaller 
amounts. These overcharges are as follows: 


200,000 and up. Base 

100,000-109,000. 10.01 

75,000— 09,000 . 0.02 

60,000- 74,000 . 0.03 

40,000- 49,000. o'o4 

30,000- 39,000 . 0.05 

25,000- 29,000. 0.06 

20,000- 24,000 . 0 07 

15,000- 19,000 . 0.10 


Diacussion. Terms 2 per cent 10 days, 30 days net. 

Machinery and tools. 

Quantity discount. Not in favor of quantity discounts on stock 
articles. 

Discussion. Extra discount of 10% allowed on but two stock items 
in quantities of 12 or more. No cash discount allowed. 

In the case of special products, made to order, the price is necessarily 
based on the number purchased. 

Milking machines. 

Quantity discount. Quantity discounts allowed since 1918. 

The amount of discount shall be determined at the termination of 
contract by the number of units bought and paid for; 


1 or more units 

20yc 

5 

25 

10 

26 

15 

27 

20 

28 

25 

30 

30 

31 

35 

32 

40 

33 

45 

34 

50 

35 


Discussion. Quantity discounts are justified on the grounds that 
savings affected in sales costs are passed on to buyer. 
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Sporting Goods 

Athletic goods. 

Quantity discount. The question of “quantity discounts” may be 
divided into two general phases: First, true quantity discounts, that is, 
a discount which is given in accordance with the site of a particular 
order or shipment: second, a type of discount which could more properly 
be defined as a ‘‘volume” discount, and which is usually in the form of a 
jjercentage discount from a stated list price, dependent on the volume 
of purchases of the tlealer customer over a period of time, which may be 
a period of one month, or one year, or periods of intermediate length. 
So far as the athletic-goods business is concerned, there is very little if 
any discount of the first type. Our company, however, uses discounts 
of the second ty})e very extensively. They are based on an annual 
volume of purchases by a dealer customer, and the percentages arc 
figured from what we call our list trade or wholesale prices. The rate 
of discounts and the annual volume of sales respectively recpiired are as 
follows; 

Percentage of 

12 Months’ Purchases Discounts 

$350 to 749 5 

750 to 999 7} i 

1000 to 1999 10 

2000 atj<l over 1.) 

Discussion. For a more complete understanding of the price situa¬ 
tion in the case of athletic goods, the generally prevalent price structure 
in the industry today is for manufacturers to publish retail list prices. 
The so-called “trade” or “wholesale” jirice usually sliows a margin of 
30 per cent b<*l(n\ the list price, ainl the lowest price to wholesalers or 
jobbers is customarily XV n i)er cent below the so-called “trade” or 
“wholesale” price, so that the lowest jobbing price is 4023 per cent of 
the retail sales j)rice. It is also customary for manufacturers of athletic 
goods t(' have one or more intermediate jobbing i)ricc between the trade 
price and the lowest jobbing price. It will ]>rol)ably appear to you that 
the margin between the so-called “wholesale” price and the lowest job¬ 
bing price is unusually large. The reason.for this is that at the present 
time the athletic-goods price structure is very largely dominated by the 
lines generally referred to as “team equipment,” that is in general, 
baseball, football, and basketball goods and equipment which are pur¬ 
chased by group or consumer buyers such as schools, colleges, and ath¬ 
letic associations of viirious kinds. These consumer buyers all purchase 
at the so-called “wholesale” or “trade” price; being, however, consumer 
buyers, the cost of selling them, on the part of wholesaler or distributors, 
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is very much larger than would be the case of sales to the dealer trade. 
Afl a result of this situation there is a tendency for all manufacturers’ 
sales to be made at the lowest jobbing price, and because of the fact 
that a great many distributors do both a retail business and also dis¬ 
tribution at wholesale, there is very little attempt to draw a sharp dis¬ 
tinction with respect to price because of the function performed by the 
buyer. 

Farm Supplies and Equipment 

Tractors. 

Quantity discount. Quantity discounts never allowed. 

Farm tools. 

Quantity discount. We sell the hardware jobbing trade practically 
all the products we manufacture and have not had a very consistent 
price policy over the last 15 years, as we have experimented at various 
times with net prices to the jobber, resale prices, and consumer prices 
with discounts. At the present time most of our lines are sold on a 
basis of consumer price, less 50 per cent discount to the jobber, and in 
addition a small discount for quantity purchased during any fiscal year. 

Farm implements. 

Quantity discount. We have used the quantity discount system for 
more than 20 years. Some of our goods are priced at list and are sub¬ 
ject to trade discount to dealers; others are priced to dealers at a net 
price basis—some are subject to quantity discounts, others are not. 
Quantity discounts are so much per unit (not on a percentage basis, 
except in the case of repair parts) determined by the quantities pur¬ 
chased. Example: quantity discounts on disc harrows run from $1 
each on 5 to 12.50 each on 30 or more. Prices on disc harrows run 
approximately from S30 to $75. 

Discussion. Some of the reasons justifying quantity discounts are: 

There is a greater risk assumed by the buyer in tying up his capital in 
larger quantities. 

Savings are made by the seller in handling and distribution costs. 

Clerical effort may be no more on a quantity of goods than on a single 
unit. However, this does not hold absolutely true without variation, 
as assortment of sizes in a given quantity makes a difference. 

Cost of handling goods in quantities is less. It may be considerably 
less where quantities are large enough to be shipped direct from factory 
in carload lots and stocking and reshipment from an intermediate point 
are not required. 

If the demand on a given territory can be supplied by contacting a 
few dealers instead of many the supplier’s expense for making such con¬ 
tacts is less. 
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Fertilizer. 

Quantity diacounl. The fertilizer industry is composed of 600 or 700 
companieSp about half of which market their product direct to the con¬ 
sumer and the other half market their product through distributors. 
Those marketing through distributors have always been favorable to 
quantity discounts. Those marketing direct to the consumer have 
been opposed to them. 

Quantity discounts to distributors are given as follows: 


Less than 500 tons. No discount 

From 500 to 999 tons. 1 % discount 

From 1,000 to 1,499 tons.2% discount 

Over 1,500 tons.3% discount 


Quantity discounts to consumers in our price schedules are given as 
follows: 


I than 100 tons. No discount 

From 100 to 299 tons. 3% discount 

From 300 to 499 tons. 4% discount 

Over 500 tons. 5% discount 


Discussion. The underlying reasons and justifications for giving 
quantity discounts in our business are based on the fact that it is less 
expensive to handle tonnage in volume from one buyer or distributor 
than from several buyers or distributors. To illustrate, it costs no more 
to make a contract with a distributor who handles from 500 to 1,500 
than with a distributor who handles 50 to 100 tons. The cost of secur¬ 
ing credit information, advertising, and general overhead expense is 
about the same in each case. Therefore, the volume buyer or distributor 
materially decreases the actual overhead expense and should be entitled 
to a part of the saving which he makes for the manufacturer. 

Fire Aims and Ammunition 

Powder. 

Quantity discount. Quantity discount used for over 20 years. 

Discussion, Both trade and quantity discounts allowed. Quantity 
discount allowed as a part of trade-discount system. In practically all 
the eastern part of the United States our high explosives are sold on a 
delivered-price basis; the lowest prices being those for carload lots of 
20,000 lbs.; higher prices to cover lots of 2,000 lbs. and under 20,000 lbs., 
and still higher prices for less than 2,000 lbs. Our reason for giving 
quantity discount is because of the economies which can be effected 
when large-volume sales are made as against small-volume sales. 
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Fire amiB, anuniinitioii. 

Diacuasion. In some lines, quantity discounts are used and appar¬ 
ently with success. In other lines they have proved a failure. One of 
the greatest faults of the quantity-discount plan, and particularly when 
it is applied to the smaller merchant, is overstocking and overbuying. 
Many small merchants are swayed by an extra discount to buy in quan¬ 
tities, but they never think of the demand for the article or the length 
of time required to dispose of more than their legitimate requirements. 
Therefore, in cases of this kind, the quantity discount becomes a severe 
penalty, for the carrying charges entirely eat up the added discount 
and then the stock on hand becomes a burden—and an expensive one. 
Many jobbers and wholesalers, particularly those with inexperienced 
buyers, have had similar experiences. 

AmmunitionL 

Quantity diacount. Our quantity discount is represented in a 2^ 
per cent better discount when a carload of ammunition is purchased by 
one buyer. We have used this discount for 15 years or more. 

Diacuaaion. We also allow on ammunition a prepayment discount; 
if a customer sends in his order for his anticipated requirements and this 
order is in our hands before April 1 for shipment at our convenience, we 
allow a prepayment discount of 7 % April 10; if the order is in our hands 
previous to May 1, a prepayment discount of 6% May 10; if the order is 
in our hands previous to June 1, a 5% prepayment discount. 

Electrical 

Electrical equipment 

Diacuaaion. Discounts are fixed according to the type of outlet 
served. In the case of distributors, our discount is 10 to 15 per cent 
greater than that of dealers who purchase direct from the factory. 
Most of our distribution is through distributors operating in closed terri¬ 
tories. As a rule, dealers are set up only temporarily in new territories 
during the process of market development, being later turned over to a 
distributor through whom the complete trading area can be served 
advantageously. Some of our distributors, in supplying their dealers, 
work on a quantity-price basis, using a graduated scale according to the 
potential in the dealer’s territory. This plan acts as stimulant to the 
dealer, who commonly handles other lines as well and requires some 
monetary influence to attract him regularly to our line. Where dis¬ 
tributor accounts are concerned, however, we do not feel that this plan 
is advisable, since for the most part these distributors are exclusive for 
our products and the franchise itself dep)end8 to a large extent on their 
making a reasonably successful record each year. 
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MiscellaneouB 

Photographic equipment and supplies. 

Quantity discount. Quantity discount used on certain products for a 
number of years. Both trade and quantity discounts allowed. Quan¬ 
tity discount is given as part of trade-discount system. 

Discussion. Quantity discounts vary in different lines because of the 
economy in shipping in larger quantities and the desirability of having 
dealers stock a complete line. 

Glass products. 

Quantity discount. We have used quantity discounts for many 
years and with some lines quantity discounts are associated with trade 
discounts. 

Discussion. It is impossible to answer your question as to the exact 
scope of these discounts. After all, a discount, whether trade or quan¬ 
tity, is primarily a means of establishing the net selling price. The list 
price may be high with a correspondingly high discount, or it may be 
low and subjected to lower discounts, both with the same result. You 
ask for underlying reasons and justification for applying quantity dis¬ 
counts and inquire about the savings effected. Well, in some lines it is 
done to follow the established practices of the trade; in others to induce 
customers to place quantity orders, which are obviously handled more 
economically than the small ones, and the quantity discount enables 
the customer to share in the savings created. 

Insecticides. 

Quantity discount. Quantity-discount system used for the last 10 
years. 

Trade discounts are based upon quantities purchased: 15 per cent dis¬ 
count on 9 cases or less; 16?^ per cent discount on 10 to 24 cases; 
per cent discount on 25 to 49 cases; 20 per cent discount on 50 cases or 
more. 

There are several savings that can be made on the larger quantity 
orders especially in office routine, savings in freight, warehousing, etc. 

We of course do not manufacture on a cost-plus basis and have no set 
percentage of profit on our sales. 

Motion-picture projection and sound equipment. 

Quantity discount. No quantity discounts allowed. 

Discussion. Do not manufacture on cost-plus basis. 

Peat moss and peat-moss products. 

Quantity discount. Quantity-discount system used for 50 years. 
Discussion. Both trade and quantity discounts allowed. Quantity 
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discount is a part of trade-discount system. It is very diflicull to give 
details as to the scale of discounts, as it depends on the trade that is 
being sold and the quantity purchased. In other words, tliere is no 
fixed scale of discounts except for each class of buyer and even that is 
subject to variation at times, depeinling on the cornp(*titive condition 
of the market. 

Our material is very bulky and very low in price. On any b\dky 
article it is mucli more economical to handle in carloads than in Ics.^^ car- 
lots because of the large saving in transi)ortation costs for quantity 
shipments. Furthermore, a large shipment rc(piir(‘^ no nl(^^e book¬ 
keeping or no more office routine tlnin a .small ordcT. I'he biggest 
saving, of course, on quantity shipments is the saving in transportation. 

Paper specialties. 

Discvssion. Our prices to wholesalers and dealer^ are net and, on the 
average, are ecpial to about 50 per cent of the final retail i)rice. In 
general these prices apply to any quantity. For a very few commodities 
the prices vary according to the quantity purchased. Our prices t») 
consumers for stock merchandise are usually the same as those charged 
by a wholesaler or dealer. Each trade usually has a standard markup, 
based on quantity, purchased by the consumer. For c\anii)le; Mer- 
chandi.sc sold by paper houses usually carries markups of 00, 40, and 2.S 
])er cent for quantities of 1, 10, and 30 units, respectively. The stand¬ 
ard markups recommended by paper trade associations can be .sccunul 
from them. 

Fountain pens. 

Disciissio}}. Forty per cent discount allowed to merchant^ who 
install a rc*])r(*scntative stock. Prolit-'^haring credit f)f 5, 10, 12, or 
102.^ j)cr cent at end of every 90 days, based Jin net j)iirclia.M*s during 
that period. 

High-grade jewelry. 

(Juavtity dLsrount. Onr company manufactures an item of high-grade 
jewelry merchandise which is di.stributed exclusively through wdiolc- 
salc dealers, being resold by them to jewelry stores all o^'e^ the Fnited 
States. Our only discount to our wholesalers has l)cen a cash discoiiid 
of 2 per cent. Wc have never allowasl any (|u:intity or trade discounts, 
although this practice is followed to some e.xtcnt in our industry. 

i)isrussion. Wc have never considered quantity or trade discounts 
])articularly valuable, and w'c find that our w holesalers exert good selling 
effort w'ithuut this incentive, in view of the fact that our wholesale 
Iranehisp is a ilesirable one, which carries with it a good margin of profit 
for the wholesaler. 
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We inaugurated a new and rather revolutionary distribution system 
in our business some time ago, and as a part of that new system we set 
up a method of extra discounts which we thought was practical and 
which, to my knowledge, has never been used in the past. Instead of 
avoiding all the headaches which usually follow extra discounts of any 
sort, we simply have acquired a new variety of headache. Even in the 
few weeks since its establishment it becomes apparent that our method 
of handling discounts is not going to work, and we are even now consider¬ 
ing the total elimination of all trade, quantity, and extra discounts by 
the end of the year. 
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